The President's Commission 
On Income Maintenance Programs 
1016 16th Street, N. W. 
Washington, D. C. 20036 

November 12, 1969 



The President 
The White House 
Washington, D. C. 

Dear Mr. President: 

The President's Commission on Income Maintenance 
Programs herewith submits its final report. 

This Commission was charged in January 1968 with 
studying the income needs of poor Americans, with 
examining all existing Government programs designed 
to meet those needs, and with making just and equitable 
recommendations for constructive improvements. In 
the past 22 months, through field visits and public 
hearings, technical studies, and official briefings, we have 
visited with the poor and reviewed the operations of 
welfare and related programs. 

This report presents our findings regarding the 
problems of poverty and income in America and the 
remedies we propose to meet these problems. The 
Commission has unanimously approved the report. 

Our basic conclusions are that even if the existing 
welfare and related programs are improved, they are 
incapable of assuring that all Americans receive an 
adequate income. We have therefore recommended the 
adoption of a new program of income supplementation 
for all Americans in need. In addition, existing programs 
need changes and improvements if they are to form 
an integrated system with the proposed new program. 
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We feel that the Family Assistance Program that you 
proposed to Congress earlier this year represents a major 
step forward towards meeting the needs that we have 
documented. We are pleased to note that the basic 
structure of the Family Assistance Program is similar 
to that of the program we have proposed, although there 
are many differences as well. Both programs represent 
a marked departure from past principles and assumptions 
that have proven to be incorrect. And reliance on false 
premises for many years has led us to rely on inadequate 
and conceptually unsound programs. 

We respectfully submit our report in the hopes that it 
will be of assistance to you, other officials of Government, 
and all Americans interested in achieving what we 
consider to be a major National goal — assuring that an 
adequate income is available to each American. 

Respectfully submitted, 




Ben W. Heineman 
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Prologue 

For the past 22 months this Commission has 
been studying the poor in America and the pro- 
grams designed to help them. In the course of 
our investigations we have traveled throughout 
the country and talked with many of the poor 
as well as with public officials. We have found 
severe poverty and its effects throughout the Na- 
tion and among all ethnic groups. This poverty 
is not only relative to rising American living 
standards, but is often stark and absolute. There 
are too many American families with inadequate 
shelter, inadequate clothing, absolute hunger, and 
unhealthy living conditions. Millions of persons in 
our society do not have a sufficient share of Amer- 
ica's affluence to live decently. They eke out a 
bare existence under deplorable conditions. 

We have concluded that more often than not 
the reason for poverty is not some personal fail- 
ing, but the accident of being born to the wrong 
parents, or the lack of opportunity to become non- 
poor, or some other circumstance over which in- 
dividuals have no control. 

In addition to the current poor, we have been 
concerned with others who easily could become 
poor. Most persons who depend on earnings for 
their incomes face the risk of losing that access 
to prosperity through accident, disability, loss of 
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a breadwinner, or obsolescence of skills. Few 
Americans are wholly free from the economic 
vicissitudes of life. 

We have found that existing Governmental 
mechanisms and institutions are simply inade- 
quate for alleviating existing poverty and pro- 
tecting the nonpoor against risks that they are 
incapable of dealing with themselves. We have 
found that there is no overall system of economic 
security. But the Commission feels strongly that 
the problem of poverty must be dealt with by 
the Federal Government. It is possible to assure 
basic economic security for all Americans within 
the framework of existing political and economic 
institutions. It is time to construct a system which 
will provide that security. 

The Poor 

At the end of 1968 there were 25 million 
poor Americans as measured by the Federal Gov- 
ernment's poverty index. This index allows a non- 
farm family of four $3,553 per year, or $2.43 per 
person per day, to meet all living expenses. In 
contrast to the poverty index, a recent Depart- 
ment of Labor study found that an urban Ameri- 
can family of four needed at least $4.05 per per- 
son per day to meet its needs. Using the lower, 
official poverty definition, we find that: about 
one-half of all poor families live in the South; 
two-fifths of the poor are children under 18; 
two-thirds are white; one-fifth are over age 65; 
and perhaps most striking of all, over one-third 
of the poor live in families in which the family 
head works throughout the year. Among the 
"working poor" the average gap between family 
income and the poverty line exceeds $1,000. 

These figures, by themselves, do not convey 
the barrenness of poverty, or the humanity and 
diversity of the poor. Such qualitative aspects 
are not easily captured by a statistical profile. It 
is difficult to discuss analytically the consequences 
which stark poverty imposes on people's lives. 
But a visitor feels these consequences in a two- 
room shack in the Kentucky Appalachians inhab- 
ited by an unemployed miner, his wife and his 
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seven children ; or in seeing the ugly decay of 
urban tenements ; or in the dirty hands and faxes 
of rural children, whose families depend for 
water on open wells which may go dry in sum- 
mer and which may be located downhill from 
the neighbor's privy. And as one talks to families 
with small children who have "water gravy" for 



breakfast, one is reminded of recent studies si 
ing a high correlation between malnutrition and 
mental retardation. 

The barren, life styles of the poor are not pri- 
marily the result of ignorance or indifference but 
rather the result of insufficient money with which 
to purchase proper food, housing, medical atten- 
tion, and other basic amenities of contemporary 
life. The urgency of the problems of low-income 
persons and the lasting effects of their day-to-day 
deprivation are compelling. 

In many cases the possibility for improvement 
is not realistically within the power of the poor. 
In talking and listening to the poor, one is struck 
by the vicious circles which characterize poverty. 
Rising from poverty seems inordinately difficult 



for the ordinary man. We recognize 
sciously in our strong admiration for those who 
manage to escape poverty on their own, but we 
seldom note how few they are. 

Very few people seem poor because they are 
shiftless. Fully 70 percent of the nonaged heads 
of poor families worked for part of the year in 
1966. And most of those who did not work at 
all were ill or disabled or were' women with ab- 
sent husbands and young children. Some of the 
poor are older people who became poor when 
they no longer could work; some were bora in 
poor families and never gained sufficient educa- 
tion or skills to command decent jobs; some are 
now children in poor families who will make up 
the next generation of poverty. Many are physi- 
cally disabled, or retarded, or trapped by dis- 
crimination. Many are poor by sheer chance. 

The simple day-to-day effort to survive may 
require all of a poor person's will. The disabled 
man or the elderly couple can do little to escape 
poverty. The woman with several children can- 
not manage a household while simultaneously 
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looking for work or being trained. The unskilled, 
middle-aged, unemployed laborer is helpless in the 
face of unemployment. 

Finally, we must note that the problem will not 
solve itself in time. The poor will not be able 
to become unpoor without Government aid. The 
challenge we face is to develop the means of as- 
suring economic security for all Americans. In 
order to develop an effective program, we must 
learn the lessons of earlier Federal efforts. Exist- 
ing Government programs have a major role to 
play in achieving this objective, but new pro- 
grams also are needed. For the existing programs 
do not constitute the broad system that is re- 
quired. 

Current Programs 

The Origins of Existing Programs 

Existing income maintenance programs origi- 
nated in the Depression of the 1930's when mil- 
lions were unemployed. Underlying the design 
of these programs was the notion that in our soci- 
ety employable people should obtain their in- 
come through employment. If there were enough 
jobs, adequate education would assure young 
people a place in the labor force when they left 
school. Then families and individuals would need 
protection only against changes in the unemploy- 
ment rate, and against the crippling losses of in- 
come if the breadwinner retired, died, or became 
disabled. Public Assistance would be needed as a 
"residual program" to aid those considered un- 
able to enter the labor force. 

This analysis gave birth to the Social Security 
system, which provided partial income replace- 
ment to workers and their families in the event 
of retirement or death. More recently it has pro- 
vided income to disabled workers and health 
insurance for the aged. State Unemployment In- 
surance programs were created to keep those 
who were unemployed briefly from becoming- 
pauperized. And the welfare system was con- 
structed as an optional State program, jointly 
financed by all levels of government, to provide 
aid for particular categories of the needy: the 



blind, the aged, the disabled, and dependent 
children. Generally, able-bodied male workers 
were ineligible for assistance under any of the 
welfare programs. 

In the mid-1960's an effort was made to mount 
a war on poverty, but the strategies adopted 
were focused primarily on long-run creation of 
opportunities. This strategy did little to affect in- 
comes directly. Existing income maintenance pro- 
grams have been broadened, but their structure 
has not been changed. This structure — and the 
strategy underlying its development — has severe 
flaws that prevent it from reaching all of the 
effectively. 

The Employed and Employable Poor Are 
Excluded From Cash Transfers 

Largely because of the assumption that every- 
one who is employable could work at adequate 
wages, no Federal income transfer programs 
have been enacted to supplement the earnings of 
the employed poor. Yet one-third of all persons 
in poor families in 1966 lived in families headed 
by full-time employed male workers. If the head 
of a family of four worked forty hours a week, 
fifty-two weeks a year, at the minimum wage 
of $1.60 per hour, family income would still fall 
below the poverty line. Yet nearly one-half of 
the working poor families have six or more mem- 
bers, so that full year employment at more than 
$2.00 per hour would be required for them even 
to reach the poverty level. And jobs with low 
wages often are characterized by layoffs, short 
weeks, or seasonal employment which further re- 
duce the family's potential income. There are at 
least 10 million jobs in this country — incuding 
some State and municipal government jobs — 
which pay less than the current Federal minimum 
wage. 

The major program dealing with the tempo- 
rarily unemployed, but employable, person is Un- 
employment Insurance. However, it did not pro- 
vide benefits for nearly two-thirds of total unem- 
ployment in 1968 because of gaps in coverage and 
expiration of benefits. Unemployment Insurance 
programs, which pay benefits for only a specified 



Introduction & Summary 



4 




number of weeks, have payment levels below the 
poverty line for families in most States. 

The Aid to Families with Dependent Children 
program (AFDC), which is aimed primarily at 
families with absent or incapacited fathers, can 
provide for the unemployed able-bodied male 
head of the household, but the eligibility require- 
ments for this component of the program are 
very restrictive. Only 25 States have chosen to 
implement this component since its enactment in 
1961, and less than 100,000 families are bene- 
fiting from it. 

The structure of the Aid To Families with De- 
pendent Children program thus makes its profit- 
able in many cases for families to break up. 
AFDC benefits vary by family size and need for 
income. They provide a predictable income, while 
wage income is subject to vagaries of a labor mar- 
ket which has a diminishing need for low-skilled 
workers. 

The lack of a program which aids working men 
and women not only creates economic disincen- 
tives and encourages family breakup; it also is 
socially divisive, because it is possible for incomes 
of some aid recipients to exceed the incomes of 
low earners. Viewed in this context, some of the 
resentment that has developed against welfare 
programs may have sprung from a sense of in- 
justice about programs which reverse positions 
and ranks in the income distribution for no 
equitable reason. 

Under the welfare system we have clung to the 
notion that employment and receipt of assistance 



must be mutually exclusive. This view is unten- 
able in a world in which employable persons may 
have potential earnings below assistance stand- 
ards. Thus, it is possible to reverse positions in 
the income scale. Exclusion of the employable 
and the working poor from categories aided by 
the Government would be justifiable only if all 
who worked achieved adequate incomes. But that 
is simply not true, and the prospects for it becom- 
ing true in the near future are dim. 

Programs that place the hard-core unemployed 
in the labor force and upgrade the skills of those 
employed at very low wages can and do work. 
But they are expensive and slow. 

Currently, such programs are reaching only a 
few hundred thousand of the poor annually, and 
not all of the programs are successful. It has been 
estimated that reaching all of the employable poor 
who could benefit from manpower services and 
training would require making such services avail- 
able to 1 1 million persons. Current employment 
and training programs can and should be ex- 
panded. But even if funding levels were increased 
substantially, training and manpower programs 
can be viewed only as a long-term solution. The 
number of persons in need of services is too large 
to serve quickly. And, even completion of a train- 
ing program and placement on a job does not 
guarantee an adequate income to a family with 
several children. 

Social Insurance Benefits Depend on Earnings 

Social insurance programs protect workers and 
their families against the loss of earnings from 
some of the hazards of industrial life. Each social 
insurance plan is built around a particular risk 
that has been identified as a potential interruption 
to earnings. Old Age, Survivors, and Disability 
Insurance, Unemployment Insurance, and other 
forms of social insurance generally are financed 
through contributions based on wages, and they 
pay benefits based on earning levels before em- 
ployment is interrupted. 

Social insurance benefits also are provided to 
some persons who have contributed little or 
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nothing, and the ratio of benefits to earnings de- 
clines as earning levels increase, thereby focusing 
benefits somewhat on the lowest income earners. 
Despite attempts to replace a higher proportion 
of earnings for lower-income workers, however, 
social insurance programs still do not provide 
adequate benefits to the poorest. They pay ade- 
quate benefits only to those with strong labor 
force attachments and relatively high earnings 
records. Because social insurance is related close- 
ly to employment, it cannot reach effectively 
those with fleeting or irregular labor force ties. 
Low-wage earners will receive low social insur- 
ance benefits; thus the poor worker becomes the 
poor beneficiary. And many jobs are not covered 
by insurance. 

Social insurance programs do a great deal to 
insure that the average worker does not become 
poor upon retirement, disability, or short-term 
unemployment. They prevent many persons and 
families from falling into poverty upon the death 
of a worker. But adequate insurance benefits 
simply cannot be provided to the worker with 
inadequate earnings in an earnings-related bene- 
fit system. 




Public Assistance Benefits Are Low and 
Program Coverage Is Restricted 

The target population of Federally-aided wel- 
fare programs has never included all of "the 
needy." The working poor and the employable 
but unemployed poor, for example, are excluded 
from potential eligibility. 

Many of those who might be eligible for exist- 
ing assistance programs — the aged, blind, dis- 
abled, dependent children and spouses — do not 
qualify for benefits because of the variety of Fed- 
eral, State, and local nonfinancial eligibility re- 
quirements. Program features and regulations of- 
ten seem designed to restrict benefits through the 
imposition of residence requirements, tests of 
"moral worthiness," mandatory acceptance of 
social services, overly stringent asset tests, income 
limits set below the poverty line, and the like. 

These requirements vary considerably from pro- 
gram to program and from region to region. Per- 
sons eligible for benefits in some States may be 
ineligible in others, although their financial need 
may be identical. Some persons do not receive 
benefits because they are not aware of their 
eligibility. Some persons decline to participate 
in welfare and food programs because of de- 
meaning administrative techniques. Many peo- 
ple never are eligible for some programs because 
the States, counties, or cities in which they live 
have not elected to participate in the programs. 
And, of course, those who are not aged, blind, 
or sufficiently disabled, and who do not have de- 
pendent children, are ineligible for any Federally- 
aided Public Assistance program although they 
may be in need. 

Those who do meet all of the requirements for 
eligibility receive income support that is generally 
inadequate. Nationally, the average payment per 
recipient in January 1969 was $43 per month 
for AFDC, and $70 per month for Old Age As- 
sistance. Moreover, there are wide differences in 
the treatment of needy individuals who fall into 
the same categories because of State variations in 
payment levels. Within AFDC, for example, aver- 
age grants per recipient ranged from $10 per 
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month in Mississippi to $65 in Massachusetts in 
January 1969. For Old Age Assistance the range 
was from $36 in Mississippi to $115 in New 
Hampshire. 

The Role for New Programs 

Clearly, the three- pronged strategy of the 
1930's — relying on employment to provide ade- 
quate income to workers and their families, social 
insurance to maintain incomes of workers forced 
out of their jobs, and residual aid to those who 
are unemployable for non-insured reasons — has 
not eliminated poverty, and it cannot. 

Such a conclusion does not preclude improve- 
ment in existing programs. Improvement in train- 
ing programs, social insurance programs, and 
similar reforms are important. But a new pro- 
gram is required to achieve objectives that exist- 
ing programs cannot reach. 

This Commission has concluded that there 
must be a larger role for cash grants in fighting 
poverty than we have acknowledged in the past. 

We have reviewed many proposals for new 
programs and for reforms of existing programs. 
We have concluded that a new income mainte- 
nance program is needed, a program which di- 
rectly increases the incomes of the poor. The new 
program should be adopted along with specific, 
changes in existing programs. 

Recooimendatloas 

Our main recommendation is for the creation - 
of a universal income supplement program fi- 
nanced and administered by. the Federal Govern- ■ 
ment, making cash payments to all members of 
the population with income needs. The payments 
would vary by family size and would provide a 
base income for any needy family or individual. 
The basic payment would be reduced by 50 cents 
for each dollar of income from other sources. 
This formula would encourage recipients to con- 
tinue working or to seek employment and would 
not discourage continued development of private 
savings and insurance, and social insurance sys- 
tems. We propose that the program be initiated at 
a level providing a base income of $2,400 to a 
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family of four. Families of four with other income, 
up to $4,800 thus would receive some supple- 
mentation. This program would provide an esti- 
mated $6 billion of net added income to 10 mil- 
lion households in 1971. 

Since $2,400 is below the poverty line for a 
family of four, the basic benefit wOuld hot meet 
the full income needs of famiHes with hb other 
income. This level was not chosen because we feel 
that it is an y adequate income, but because it is a 
practical program that - 'cic^ beJini^eM^tS^W 
the near future. The level can be raised to an ade- 
quate level within a short period of time. Of the 
$6 billion added to disposable household income, 
$5 billion would go directly to the poor, and the 
remainder to those somewhat above the: poverty 
line. Half of the income needs of the poor Would 
be met by this program alone. 

The Commission strongly recommends that the 
benefit levels be raised as rapidly as is practical 
and possible in the future. To set payment levels 
at the poverty line immediately would ^ost,an 




rillkm, and provide income trans- 
fers to a total of 24 million households. We be- 
lieve that a program of that potential magnitude 
raust be adopted in steps. We have recommended 
a feasible first step. 

This basic program can be adopted with no 
statutory changes in other programs since benefits 
of other income-tested programs would decline 
automatically under current law or practice. The 
program would have the immediate effect of im- 
proving the income position of most of the poor — 
the working poor as well as the unemployed, cou- 
ples without children, single individuals, the aged, 
and female-headed households in locations where 
AFDG payments are very low. It would also im- 
prove the income position of many poor persons 
who are reluctant to apply for Public Assistance. 
The long-run impact of the program could be a 
reduction in variations of living standards 
throughout the country. 

Any program which provides income without 
work may have some effect on labor force partici- 
pation. Some secondary and part-time workers as 
well as primary workers may withdraw from the 
labor force or reduce their hours worked. How- 
ever, we do not believe that work disincentive ef- 
fects of the proposed program would be serious. 



not believe that the poor are 
less income rather than more. The proposed pro- 
gram would always result in significantly higher 
income for those who work than for those who 
do not. We feel that reduced work effort is 
to be concentrated among secondary f 
workers, female family heads, and the elderly, 
rather than among nonaged male family heads. 
Thus, reduced work effort may be desirable for 
some of those affected. 

The focus on the possible work disincentive 
effects of transfer programs has in the past been 
used to avoid serious consideration of such pro- 
grams. It has led policymakers to overlook the 
crippling effects of absolute poverty. Men and 
women without income cannot afford to take risks 
even for a day ; they cannot take advantage of op- 
portunities for future improvement which require 
a current investment of time and money. W e be- 
lieve that only when the poor are assured a mini- 
mum stable income can the other mechanisms in 
our fight against poverty — education, 
health, and employment — begi 
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the existing categorical Public Assistance system 
with a universal Federal program. Thus, Federal 
funds should be used to raise the proposed new 
program to adequacy as rapidly as possible rather 
than to extend the Public Assistance program. In 
some States current Public Assistance benefit lev- 
els exceed the proposed initial level of the Federal 
income supplement program. The Commission 
strongly urges that those States pay supplemental 
benefits to those currently eligible for aid with the 
savings generated by the new Federal program. 
If States supplemented incomes of current assist- 
ance recipients after adoption of a Federal in- 
come supplement at the recommended level, they 
would still have savings of an estimated one bil- 
lion dollars in 1971. Thus, the program has an 
implicit revenue-sharing feature. 

The Commission recommends Federal match- 
ing funds be made available for a new, locally- 
administered, none ate gorical. Temporary Assist- 
ance program. This program would provide for 
short-term emergency income needs which could 
not be met under the basic Federal program be- 
cause of time lags. The Federal Government 
would pay 50 percent of the costs of such assist- 
ance up to the level of the full Federal program, 
but only during periods when the individual's 
income was below his maximum, payment under 
the direct Federal income, supplement program. 
Estimated total cost would be $600 million. The 
Federal share would be $300 million. 

The Commission recommends that coverage 
under Unemployment Insurance programs be 
broadened, and benefits raised to provide more 
adequate protection to workers against unemploy- 
ment. Benefit schedules under Social Security 
programs should be reconsidered in the light of 
adoption of a universal income supplement plan. 
The need for welfare considerations in setting 
benefit levels would be considerably weakened. 

The Commission regards the provision of in- 
come-in-kind as a poor substitute for providing 
adequate cash incomes to the poor. Special pro- 
grams providing food to poor families should be 
phased out and equivalent assistance given in 
cash. Income supplements, when they approach 

Introduction & Summary 



adequate levels, also would allow housing pro- 
grams to be phased: out as soon as the market 
could meet the demand for low-cost housing- 
Manpower and training programs require con- 
tinued development, mbdificatibh^ and careful 
evaluation. These programs have great potential 
for helping many individuals; find ; jobs and for 
improving the functioning"; of; the;; economy. In 
the long run they may reduce the need for trans- 
fer programs. In the few years that they have op- 
erated , they have shown considerable promise . 
We recommend consolidation and improvement 
of existing programs, and expansion of the range 
and scope of manpower and related services of- 
fered. 

One major cause of poverty is that many fam- 
ilies have more children than they can afford. 
While we believe an effective income mainte- 
nance program must assure that no child is de- 
prived of the necessities of life, we feel equally 
strongly that family planning aid should be made 
available and accessible to those who want it. 
Therefore, we recommend an expanded program 
of birth control information and services. 

The overall annual added Federal cost, of ■Out' 
recommendations, including the basic plan., is 
estimated to be under $10 billion. .. While this is 
a large amount of money, it does not meet fully 
the obvious need. Rather than propose a' pahace'a'j: 
the Commission has chosen a course that can. be 
followed quicky and, we believe, can achieve a 
great deal with few adverse side'effects. 

The relatively low dollar cost of the program 
recommended should underscore the fact that 
these proposals are not designed to soWe;: all the 
Nation's social problems. But the level of this 
universal program, which; equitably and simply 
transfers cash income to the poor, can be raised 
in the future. With such a basis we shall have gone 
far towards solving the critical problem of poverty 
in this Nation. By approaching this goal in a 
manner that reaffirms our society's respect for the 
worth and dignity of all its citizens, we shall have 
recognized the responsibilities of affluence and, in 
doing that, we shall have improved the quality 
of our National life. 




The Poor 

The postwar period has witnessed a remark- 
able improvement in the material welfare of most 
Americans. Even with the effect of inflation taken 
into account, median family income grew by 76 
percent between 1947 and 1967. The proportion 
of families enjoying a total income of $10,000 or 
more increased from 22 to 34 percent during the 
same period. And, in recent years, we have taken 
justifiable satisfaction in the reduction of poverty 
from 22 percent of the population in 1959 to 13 
percent in 1968. But the fact remains that 25 
million persons are still poor. 

Thousands of pages of statistics about the poor 
have been tabulated and published. The poor 
have been measured, surveyed, and sorted into 
numerous categories, some of which are sum- 
marized in Table 1-1 for 1966. 1 But in the end, 



the diversity of the poor overwhelms any simple 
attempt to describe them with statistics. What 
may be said simply is that millions of our fellow 
citizens are living in severe poverty, with few 
prospects for a better life, and often with little 
hope for the future. 

To the poor, poverty is no statistical or socio- 
logical matter. Their condition exists as a daily 
fight for survival. This Commission has found 
their deprivation to be real, not a trick of rhetoric 
or statistics. 2 And for many of the poor, their pov- 
erty is not a temporary situation, but an enduring 
fact of life. 



1 Aggregate poverty counts are available for 1968. The 
latest year for which detailed breakdowns are available is 
1966. 

2 In the course of our work, field investigations and 
public hearings were conducted in 17 areas. Transcripts 
of the hearings are available in the Archives. 
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TABLE 1-1. Selected Characteristics of the Poor and 
the Nonpoor, 1966 



3 ' Number Percent 

(millions) distribution 





? Poor 


Non- 
poor 


Poor 


Non- 
poor 


Age 

Total 


30.0 


163.9 


100.0 


100.0 




lo.U 








18-21 


1.6 


10.4 


5.3 


6.4 


22-54 


7.4 


68.7 


24.7 


41.9 


55-64 


2.5 


14.7 


8.5 


9.0 


65 and over 


5.4 


12.6 


18.0 


7.7 


Race 










Total 


30.0 


163.9 


100.0 


100.0 


White 


20.4 


150.2 


68,3 


91.6 






1 3 7 
i o. / 


"31 7 

OX./ 


R A 


Family status 










Total 


30.0 


163.9 


100.0 


100.0 


Unrelated individuals. . 


5.1 


7.6 


17.1 


4.6 


Family members 




lOO.O 




OR A 


Head... 


6.1 


42.8 


20.3 


26,1 


Spouse 


4.1 


38.5 


13.5 


23.5 


Other adult 


2.1 


17.7 


7.2 


10.8 


Child under 18 


12.6 


57.3 


42,0 


35.0 


Type of residence 










Total 


30.0 


163.9 


100.0 


100.0 


Farm 


2.5 


8.5 


8.2 


5.2 


Nonfarm 


27.5 


155.4 


91.8 


94.8 




11.2 


46.7 


37.3 


28.5 


Urban 


18.8 


117.2 


62.7 


71.5 



Source: Office of Economic Opportunity, unpublished tabu- 
lations from the Current Population Survey and draft report, 
"Dimensions of Poverty, 1964-1966." 



The Poverty Living Standard 

Any discussion of the poor must begin by de- 
fining those who are poor and those who are not. 
But it is obvious that any single standard or defi- 
nition of poverty is arbitrary, and clearly subject 
to disagreement. The standard which this Com- 
mission has employed is the widely used poverty 
index, developed by the Social Security Admin- 
istration. This index is based on the Department 
of Agriculture's measure of the cost of a tempo- 
rary low-budget, nutritious diet for households 
of various sizes. The poverty index is simply this 
food budget multiplied by three to reflect the fact 
that food typically represents one-third of the ex- 
penses of a low-income family. The resulting fig- 
ure is the minimum income needed to buy a sub- 
sistence level of goods and services; the 25 million 
people whose incomes fall below the index are 



poor, while those above it are, officially at least, 
nonpoor. According to this poverty index, in 1968 
a nonfarm family of four required a minimum in- 
come of $3,553 per year, or $2.43 per person per 
day to meet its basic expenses. Table 1-2 shows 
the poverty index for families of various sizes in 
1968. 

TABLE 1-2. 1968 Poverty Thresholds 



Poverty index 

Family size 

Nonfarm Farm 



1 $1,748 $1,487 

2 2,262 1,904 

3 2,774 2,352 

4 3,553 3,034 

5 4,188 3,577 

6 4,706 4,021 

7 or more 5,789 4,916 



How a typical poverty income might be spent 
can be seen in Table 1-3, which shows the stand- 
ard of living available to the poor compared with 
that of a moderate-income family in 1967. In that 
year the poverty budget was $3,410. A moderate 
family budget developed by the Bureau of Labor 
Statistics required an income of $7,836 per year, 



or $1,300 less than the median 


family in 


come of 


$9,120 for nonfarm families 


of four. 


Neither 


budget makes allowance for an 


y costs of 


employ- 


ment or taxes paid. 






TABLE 1-3. Monthly Budgets, P 


oor and N 


loderate- 


Income Urban Families of Four, 1967 




Consumption item 


Poor ■ 


Mod- 




erate t> 


Total 


$284 


$653 


Food 


122 


175 


Housing 


91 • 


199 d 


Transportation 


6 


77 • 




57 


82 


Medical care 




40 


Gifts and contributions 




21 






13 


Other consumption (recreation, ed- 




46 


ucation, tobacco, etc.) 


9 



» Based on budgeted need for an AFDC family of four in 
Los Angeles, California. 

*> Moderate living standard defined by the Bureau of Labor 
Statistics for a family of four. 

° Renter. 

A Homeowner. 

' Automobile owner. 

Source: State of California, Assembly Committee on Social 
Welfare, California Welfare: Legislative Program for Reform, 
February 1969; and U.S. Department of Labor, Bureau of Labor 
Statistics, Bulletin No. 1570-5, Three Standards of Living for 
an Urban Family of Four Persons, Spring, 1967. 
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Clearly, the poor family must do without many 
of the things that families with an average income 
consider to be "necessities" — a car, an occasional 
dessert after meals, rugs, a bed for each family 
member, school supplies, or an occasional movie. 
Nothing can be budgeted for medical care or 
insurance. 

This food budget requires more than a third of 
the poor family's income, but still allows only 
$1 .00 a day for food per person. A family can buy 
a nutritionally adequate diet for this amount, 
using the Department of Agriculture's food plan, 
but it must eat considerably more beans, potatoes, 
flour and cereal products, and considerably less 
meat, eggs, fruits, and vegetables than the aver- 
age family. Each member of the poor family may 
consume less than one-quarter pound of meat a 
day. 

Unfortunately, the Department's food plan, 
the basis of the poverty index, is not very realistic. 
It is estimated that only about one-fourth of the 
families who spend that much for food actually 
have a nutritionally adequate diet. 3 The plan calls 
for skills in meal-planning and buying that are 
rare at any income level, and it requires extensive 
efforts by poor families to make the varied and 
appetizing meals which are ostensibly possible 
under the plan. Many of the poor lack common 
•kitchen appliances. Moreover, the Department's 
plan assumes the shopper will buy in economical 
quantities and take advantage of special bar- 
gains, but this is particularly difficult for a poor 
family with inadequate storage and refrigeration 
facilities. 




3 U.S. Department of Agriculture, Consumer and Food 
Economics Division. 



The poor family's budget has no provision for 
eating outside of the home. Any lunches bought 
by working members or school children will re- 
duce funds available for eating at home, since 
few outside meals can be bought for the 33 cents 
per meal allotted to each family member. Many 
schools charge more than this for a Federally- 
subsidized lunch. 

The poor family's budget provides only $91 a 
month for all housing costs — including rent, util- 
ities, and household operation — for four persons. 
No allowance is included for the poor family to 
purchase household furnishings. In Head Start 
programs, for example, teachers found that many 
children never had eaten at a table. Thirty per- 
cent of families on welfare live in homes where 
each family member does not have a bed. 4 A 
comparative breakdown of the housing allotments 
for poor and moderate-income families appears 
in Table 1-4. 

TABLE 1-4. Monthly Housing Budgets, Poor and 
Moderate-Income Urban Families of Pour, 1967 



Housing Expenditures Poor Moder- 



Total $199 

\i i 

Shelter cost !§?••» T$9~' b 

Household furnishing \r- 22 

Household operations 42- "f&- 

Utilities *2-- 



» Renter. N — 
t Homeowner; includes utilities and allowance for lodging 
away from home. 

Source: See Table 1-3. 

The money allotted to transportation for a 
poor family would not cover even daily transpor- 
tation for a worker. The moderate-income family 
not only has more money to spend on recreation, 
but its automobile permits it to take the children 
on inexpensive outings, while poor children rare- 
ly have access to any form of transportation. Thus, 
many poor children have never left their own 
neighborhoods. 



1 U.S. Department of Health, Education, and Welfare, 
National Center for Social Statistics, 1967 AFDC Study: 
Preliminary Report of Findings from Mail Questionnaire, 
January 1969. 
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Clothing school children is a major problem in 
poor families. Many poor children wear hand- 
me-down clothes which they receive from rela- 
tives, neighbors, and even teachers. Some clothing 
may be purchased at second-hand stores. But 
many poor children have to go to school on rainy 
days with no boots or raincoats— or stay home. 

The poor family has $108 annually— about $9 
a month — to spend on ''luxuries" : reading mat- 
ter, recreation, education, gifts and contributions, 
tobacco, alcohol. But it is likely that this money 
will be spent on necessities, supplementing the 
meager food, clothing, and housing allowances. 
There is no room in the budget for luxuries — or 
emergencies. 

Technically, an income at the poverty level 
should enable families to purchase the bare ne- 
cessities of life. Yet an itemized budget drawn 
at that level clearly falls short of adequacy. There 
are many items for which no money is budgeted, 
although those items may be needed. Funds for 
them can only come out of sums already allotted 
to the basic necessities of life. As one witness told 
the Commission, "I either eat good and smell bad, 
or smell good and don't eat." 5 When another 
witness was asked how he made ends meet, he 
simpy replied, "They don't meet." 6 




5 Witness before Commission, Seattle, Washington. 

6 Witness before Commission, Quincy, Florida. 
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How the Poor Survive 

Although the official poverty index level of in- 
come is inadequate, it has gained wide currency 
as a benchmark denoting the subsistence level of 
income. Yet many poor households have incomes 
well below that level. More than 70 percent of the 
poor families have incomes at least $500 under 
the poverty level and nearly half are more than 
$1,000 below the poverty line. 7 The total amount 
by which the income of the poor fell below the 
poverty standard was $10.6 billion in 1966. This 
is 40 percent of the $26.5 billion in total income 
the poor would have had if all of them were liv- 
ing at the poverty line. 8 

The fact that low-income households are able 
to survive at all despite incomes below the subsist- 
ence level suggests that many of them possess re- 
markable skills in stretching their incomes. Means 
of coping with inadequate incomes that have been 
cited in Commission field research include : skip- 
ping a rent payment or a utility bill — sometimes 
being evicted saves a month's rent; "'borrowing" 
food from friends and relatives; and reliance on 
credit. "We don't pay the full price for food," 
one witness said, explaining, "we get credit on 
food and pay once a month. But we don't pay all 
of it, we just pay a portion of it." Who pays the 
rest? "He (the grocer) just carries it over to the 
next month." 9 Other witnesses told of disposing of 
possessions to meet current expenses. "We sold our 
home and sold everything we had. Had to. I al- 
ways have to plan it out some way or find some- 
thing around the place to sell or something." 10 

Food 

Many poor families are not fed adequately. To 
keep families from going hungry, poor women 
often use great ingenuity to reduce their food 

1 U.S. Bureau of the Census, Current Population Re- 
ports, Series P-60, No. 54, "The Extent of Poverty in the 
United States 1959 to 1966," May 31, 1968, Table 15. 

8 U.S. Department of Health, Education, and Welfare, 
Office of the Assistant Secretary (Planning and Evalua- 
tion), Poverty Status Tabulations, 1966. 

0 Witness before Commission, Mississippi County, 
Arkansas. 

" Witness before Commission, Jackson, Kentucky. 
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costs. They may buy at markets where day-old 
bread and damaged canned foods are sold at dis- 
counts. Many use cheaper dried milk despite their 
preference for liquid milk. They buy large 
amounts of inexpensive foods, like spaghetti and 
dried beans, that do not spoil and are nutritious. 
They use surplus commodities distributed by the 
Government when these goods are available to 
them, and Food Stamps when they can afford 
them. They may share transportation costs for 
shopping trips away from small neighborhood 
stores. 

In spite of these efforts, the Department of 
Agriculture's 1965 Food Consumption Survey 
showed that 63 percent of households with in- 
comes under $3,000 had inadequate diets. 11 The 
Commission heard first-hand evidence to this ef- 
fect throughout the country : 

I have to cut corners and now I am cutting 

down the middle. I don't have any corners left 

to cut. 12 

Maybe if I have four potatoes I will fry 
them and give them all to go around. Some- 
times we don't eat. When the check comes I 
don't have maybe $3 left. With those $3 we 
have to eat. Sometimes we eat and sometimes 
we look at each other. 13 

I don't have enough to buy food. That is 
the reason why I am sick today with high 
blood pressure, heart trouble, because I don't 
have money to buy the kind of food that I am 
supposed to have. 14 

Medical Care 

Because the poor often are isolated or without 
transportation, they have restricted access to 
proper medical attention. The care they do re- 
ceive is often too late and of low quality. Yet the 
relative need for health care is greatest among 
those groups— infants, expectant mothers, and 
the elderly — which form a disproportionate share 
of the population in poverty. 

11 U.S. Department of Agriculture, Dietary Levels of 
Households in the United States, Spring, 1965, p. 8. 

12 Witness before Commission, St. Joseph, Louisiana. 

13 Witness before Commission, Tucson, Arizona. 
11 Witness before Commission, Tucson, Arizona. 
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Although the most advanced medical tech- 
niques in the world are available in the United 
States, the poor receive little advantage from 
them. For example, this country ranks thirteenth 
in the world in infant mortality and at least that 
low in maternal mortality. These relatively low 
rankings are explained in part by the uneven dis- 
tribution of health services in the United States 
which results in a greater incidence of poor health 
among low-income groups. 

Poor nutrition during pregnancy can hinder 
fetal brain development and increase the proba- 
bility of premature birth. Protein deficiencies in 
early childhood can retard brain growth. This 
early damage — perhaps followed by frequent ill- 
ness, further malnutrition, crowded and unsani- 
tary living conditions— is exacerbated by lack of 
regular medical attention and may affect the 
adult's ability to obtain adequate employment. 
Health limitations are particularly likely to result 
in unemployment or underemployment among 
those whose skill levels are low, because jobs open 
to them are usually physically demanding. 

The health problems of the poor are not invis- 
ible. The glazed eyes of children, legs that never 
grew straight, misshapen feet, sallow complexions, 
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lack-luster hair, are easily recognized by even an 
untrained observer. Other physical limitations, 
such as low energy levels, are quite real to poor 
children in school and adults trying to hold down 
jobs, but these limitations may be misconstrued 
by teachers and employers. 

Most of the poor cannot afford private medical 
care and are not covered by insurance. And many 
cannot afford the transportation to free medical 
facilities, which are often miles and hours away. 
Or, there may be no medical charity — public or 
private— available to them. Their plight is sug- 
gested in incidents related to the Commission: 
It took me nine months . . . to get a man 
in the nursing home. He fell and broke his hip 
and injured his foot. He was ninety-two years 
old. When we finally got an opening ... he 
(had) died because the foot had already be- 
come infected, gangreous, and it was too late. 1 " 
I can't get a dentist appointment for my two 
children anywhere. "We do not take welfare 
patients" — and these (are) people that the 
Welfare recommended. As far as eyeglasses, I 
waited three months to have my son's eyes 
checked . . 

... a couple of weeks ago she (her daugh- 
ter) fell again ... I called the doctor and I 
said as I am holding her, bleeding in my arms, 
'Ts bringing my daughter," and he said, "I'm 
going home to dinner early this evening. You 
will have to find somebody else." And I said, 
"I don't know how to get to find anybody else. 
I have no way." And he said, "Well, I guess 
you're just going to have to find a neigh- 
bor . . ," 17 

I went in (to the County Hospital) and told 
the head nurse about it (his son hit by a car), 
she said, "Well, we can't take him." Of course 
he was in pain. His leg was just smashed all to 
pieces where the bumper hit him. 18 



15 Witness before Commission, Breathitt County, Ken- 
tucky (community worker). 

1S Witness before Commission, Seattle, Washington. 

" Witness before Commission, Seattle, Washington. 

18 Witness before Commission, Mississippi County, 
Arkansas. 



The only place we can refer for charity hos- 
pitalization is the University Medical Center in 
Little Rock (150 miles away). But even then, 
they are so crowded that the doctors always 
have to make prior appointments and make 
sure space is available, 19 

Homing 

Millions of the poor live in substandard, squalid 
housing. The shanties and shacks found in rural 
areas often look like remnants from an earlier era. 
One rural resident who lives with her daughter 
and eight grandchildren in a small shack de- 
scribed her housing to the Commission : 

It is a four-room house and another little 
room out the house, and it rains into it. Have 
to get up at night and put a dishpan to keep 
the rain off the children. I told the owner. He 
told me I would have to have the house fixed 
up myself. 20 




18 Witness before Commission, Mississippi County, Ar- 
kansas (County Welfare Director) . 

:<l Witness before Commission, St. Joseph, Louisiana. 
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The barrenness of housing of the urban poor 
sometimes is hidden behind the facade of ordi- 
nary looking row houses. Yet the interior may re- 
veal serious decay — falling plaster, holes in the 
wall, gaps in window frames, rats and roaches, 
and deteriorated plumbing. One mother told the 
Commission : 

The house is in bad condition and every time 
it rains the water comes in. I've called public 
housing many times and they just tell you over 
the phone, "What am I to do about this?" And 
the roof leaks, and the water comes through the 
windows. This is a contaminated condition and 
a health hazard. My children get sore throats 
and they are sick all the time. 21 

The physical condition of the homes and 
neighborhoods in which the poor live and the 
crowding that often occurs have severe effects on 
health, as well as on social and behavioral pat- 
terns. The struggle to meet basic physical needs 
under depressing and frustrating living condi- 
tions undermines attempts to escape from poverty. 
The people have an apathy about cleaning 
a place that is about to fall down on their 
heads. Believe me, if you lived in a house that 
had a leaky roof, and the paper's off the wall, 
rats and roaches, no matter how you clean. The 
front steps fall down; the back steps fall down. 
Half the steps in the house are broken, the 
pipes leak, the toilet is broken. Well, I could 
mention anything else, but you get the general 
idea. Do you blame a person for not wanting 
to clean a place like this? 22 

The Quality of Life 

A recent study of a group of AFDC families 
indicated that the surveyed families spent "five- 
eighths as much on food as the 'average' western 
United States family of the same size (five mem- 
bers), less than five-eighths as much on housing 
and related costs, one-sixth as much on clothing, 
one-eighth as much on transportation, one-ninth 

- 1 Witness before Commission, Philadelphia, Pennsyl- 
vania. 

22 Witness before Commission, Philadelphia, Pennsyl- 
vania. 
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as much on consumer durables, and a barely dis- 
cernable amount ... on recreation, personal care, 
and other such pleasures that people find in 
life." 23 

In establishing the criteria for a moderate bud- 
get the Bureau of Labor Statistics assumes that 
"maintenance of health and social well-being, the 
nurture of children, and participation in com- 
munity activities are both desirable and neces- 
sary social goals for all families." 24 The limita- 
tions inherent in the poverty budget make these 
goals unattainable for poor families. Although the 
poor family may not starve, and although it has 
a roof over its head, its lack of buying power in a 
world where expenditures are a part of all social 
relationships subjects the poor family to social, if 
not physical, starvation. A recent study of life pat- 
terns of welfare recipients pointed out that : 

To go to school costs money— books, note- 
books, pencils, gym shoes, and ice cream with 




Gil Bonem and Philip Reno, "By Bread Alone, and 
Little Bread: Life on AFDC," Social Work, Vol. 13, No. 
4, October 1968, p. 11. 

24 U.S. Department of Labor, Bureau of Labor Statis- 
tics, Bulletin No. 1570-5, Three Standards of Living for 
an Urban Family of Four Persons, Spring 1967, p. 1. 
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the other kids. Without these the child begins 
to be an outcast. 

To go to church costs money — some Sunday 
clothes, carefare to get there, a little offering. 
Without these one cannot go. 

To belong to the Boy Scouts costs money — 
uniforms, occasional dues, shared costs of a 
picnic. Without these, no Scouts. 

To have friends into the house costs 
money — for a bit of food, a drink. 

To visit relatives costs money — for travel, 
a gift for the kids. These people cannot afford 
to visit their relatives. 

" For a teen-ager to join his friends on the 
corner he must have some money — for a coke, 
a show. 

How does a fellow take a girl out on a date 
without some money? And how does a girl 
pretty herself for a fellow without some money? 

How do you join a club? Buy a book, a 
magazine, a newspaper? 

Poverty settles like an impenetrable cell 
over the lives of the very poor, shutting them 
off from every social contact, killing the spirit, 
casting them out from the community of 
human life. 25 

It is clear both from research data, and from 
listening to the testimony of many poor Ameri- 
cans, that coping with such deprivation exerts 
severe personal strains on individuals and fami- 
lies. A resulting loss of physical and mental health 
exacts significant costs from all of society as well 
as the poor themselves. 

Almost every facet of daily life is affected by 
the interaction of low income and social isola- 
tion. Poor urban families pay higher food prices 
in neighborhood independent stores because there 
are few suburban-type chain stores in inner city 
areas. Low-income neighborhoods frequently do 
not receive city services considered routine in 
most neighborhoods. In poor neighborhoods we 
have seen overflowing garbage pails resulting in 
garbage-strewn streets, while in affluent areas of 
the same city garbage is picked up regularly. 

20 Charles N. Lebeaux, "Life on ADC in Detroit 1963," 
National Association of Social Workers Newsletter, March 
1964. 



Many low- in come neighborhoods are poorly pro- 
tected against crime. There are severe barriers 
to educational and occupational achievement: 
. . . you have the situation where one 
member of the family is in school today and 
the other member isn't: and when one asks, 
"where is your brother today?" (he is told) 
"It's not his turn to wear the shoes today." 26 
I keep one of them (her six children) to 
stay home (to babysit while she works). I 
figure it's bad but it's the. only way for me to 
make a living. I keep one out; that is the only 
way I have to do it. 27 

Students from schools in low-income areas are 
often poorly educated and unprepared for ade- 
quate employment. Moreover, many suitable job 
opportunities are located in areas remote from the 
inner city and are, therefore, inaccessible to many 
ghetto residents. 

The social problems of the urban slum intrude 
on family life. Parental control of children is chal- 
lenged by powerful influences outside the family. 
The dangers of juvenile delinquency, alcoholism, 
drug addiction, and premarital pregnancy are real 

w\m\ , 111 I . 




84 Witness before Commission, Manchester, New Hamp- 
shire (Mayor). 

L>7 Witness before Commission, Quincy, Florida. 
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and frightening. A great proportion of crime af- 
fects the meager possessions and physical safety of 
the poorest in our cities. 

It is often difficult even for middle-class resi- 
dents of middle-class communities to escape the 
neighborhood's influence on themselves and on 
their children. How much more difficult it is for 
the urban poor. 

(My daughter asked) "Why is all them 
doctors out in the hallway?" I said, "Doctors?" 
She said, "Yeah, they all got needles in their 
hands." . . . there's junkies, dope addicts, and 
the rats — don't mention them. They are going 
hungry now because I ain't got no food. 28 
The rural poor may be safe from some of the 
hazards of urban slum life, but being poor in rural 
America imposes severe isolation. Public trans- 
portation is virtually nonexistent, and automobiles 
are expensive. Few public services of high quality 
are available. Rural educational institutions are 
generally inferior and have few resources. Many 
counties have no physicians or hospitals. Recre- 
ational facilities are meager. 
Conclusion 

The poor inhabit a different world than the 
affluent, primarily because they lack money. 
Often they live an isolated existence in rural and 
urban pockets of poverty. But most of the poor 
do not live apart from the larger society in terms 
of their hopes and aspirations. Through television, 
magazines, and newspapers, they become aware 
of what others have. Their aspirations for educa- 
tion and achievement often differ from those 
of the middle class only in the possibility for 
realization : 

And I want to say someone ought to start 
doing something to show that there is emotion 
in disadvantaged people. They bleed like any- 
body else. It is not distant and strange. They 
do bleed. They might not get enough to eat 
and might not get enough sleep but they do 
these things. They think that you are born 
distant, you have no feelings, that you were 
born to tear up, burn up, corrupt and what- 

:a Witness before Commission, New York City, New 
York. 



ever. You have to stop telling him, gee, I 
know you feel bad, look at your house, look 
at the holes in your shoes, and things of this 
sort. Showing a man how really down he is, 
is not going to help him. 2l) 

You know when you have a bunch of kids 
out here and don't have a steady job, just 
part-time, you think about them. You look 
around at yourself when the bills start coming 
in and the children want to eat and need 
clothes to wear to go to school You can 
imagine how you feel. 30 

The poor are living poorly and are aware of it. 
They are generally unhappy with their circum- 
stances and would like to be unpoor. Many 
Americans wonder why the poor do not escape 
from poverty. The answer to this question is 
clear to us: They usually cannot, because most 
are already doing as much as can reasonably be 
expected of them to change their conditions. 
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Why They Remain Poor 

The paradox of poverty in the midst of plenty 
causes many to ask why some people remain 
poor when so many of their fellow Americans 
have successfully joined the ranks of the affluent. 
It is often assumed that anyone who wishes to 
live well can achieve that objective by seeking 
and accepting work. It is often argued that the 
poor are to blame for their own circumstances 
and should be expected to lift themselves from 
poverty. 

The Commission has concluded that these 
assertions are incorrect. Our economic and social 
structure virtually guarantees poverty for millions 
of Americans. Unemployment and underemploy- 
ment are basic facts of American life. The risks 
of poverty are common to millions more who 
depend on earnings for their income. We all 
grow old. We all can fall victim to unemploy- 
ment caused by technological change or indus- 
trial relocation. Any of us could become sick or 
disabled. And becoming unpoor is extraordinarily 
difficult. What does a disabled man, an elderly 



couple, or a child do to escape poverty? How 
does a woman with six children survive while 
she is hunting work or being trained? How does 
an unskilled, middle-aged laborer adjust to the 
loss of a job? 

The simple fact is that most of the poor 
remain poor because access to income through 
work is currently beyond their reach. 

The Aged 

Old age is usually a period of nonemployment. 
Society neither expects nor assists the aged to 
work. Retirement at age 65 is common in both 
industry and government, and discrimination in 
hiring against the aged and aging is common 
among employers. 

The aged possess limited earning potential. 
They generally are expected to live on pensions, 
savings, and Social Security benefits. Too fre- 
quently, savings and pensions deemed adequate 
at an earlier time become insufficient as infla- 
tion raises the cost of living. Millions of hard- 
working Americans, accustomed all their lives to 
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paying their way, find themselves becoming 
unalterably and unavoidably poor in old age. 

In 1966, 6.4 million aged persons and their 
dependents were in poverty. Over a million of 
these persons lived in families where the family 
head worked for at least part of the year, and 
almost half a million lived in families where the 
head worked 50-52 weeks. The average family 
income was more than $600 below the poverty 
line; this gap was about equal for low-income 
aged families whether the head worked or not. 
Average family income for poor households 
headed by the aged was below $ 1,20c 1 

In 1966, 65 percent of the aged were over 70. 
Half of those over age 65 were 73 or older. The 
older a person is in the aged population, the less 
his total income is likely to be. Earning oppor- 
tunities decline because advancing age often 
brings increasing infirmity. Moreover, the older 
a person is, the greater the likelihood that he has 
not earned high Social Security benefits or ac- 
cumulated benefits in one of the newer private 
pension plans, and that he has exhausted his 
assets. 

The poor will remain poor once they retire, 
and others who retire may become poor in their 
old age. Opportunities for the aged poor to make 
any improvement in their own lives are remote 
and unrealistic. Only public programs can make 
a difference in their incomes. 

The Nonaged 

While the aged apparently can do little about 
their poverty, what about the 24.6 million non- 
aged persons who were poor in 1966? Six percent 
of these people were in families headed by aged 
poor persons, so their poverty can be linked to 
the elderly family heads on whom they depended. 
What possibilities do the remaining nonaged per- 
sons have to escape poverty through their own 
efforts? The unpleasant truth is that these possi- 
bilities are extraordinarly limited. 

1 U.S. Department of Health, Education, and Welfare, 
Office of the Assistant Secretary (Planning and Evalu- 
ation) , Poverty Status Tabulations, 1966. 



Work Experience 

The work experience of the 4.5 million non- 
aged heads of poor families provides dramatic 
documentation of their limited ability to change 
substantially their circumstances on their own. In 
all, the heads of 1 .9 million poor families — 42 per- 
cent of the total — worked full-time for more than 
40 weeks of the year. Most of the remaining heads 
of families did some work. 

• Of the 4.5 million nonaged heads of poor 
families, 3.3 million or 73 percent worked for 
some period of time during 1966; 1.2 million 
did not work at all. 

• Of the 3.3 million who worked, nearly 60 
percent worked full-time for most of the year. 
The rest worked either less than 40 weeks a 
year or less than 35 hours a week, because of 
illness, family responsibilities, inability to find 
sufficient work, or other reasons. 

Table 2-1 summarizes the work experience of 
poor nonaged family heads and unrelated indi- 
viduals for 1966. More than 70 percent of the 
nonaged heads of poor families worked for some 
period, yet remained in poverty. The Commission 
considers the fact that 42 percent of the nonaged 
heads of poor families worked full-time for most 
of the year tx> be as significant in understanding 
poverty as the fact that 58 percent worked less 
than that, or did not work at all. 

The different degrees of participation in the 
labor force among the poor seem due to chance 
more than to motivation or other factors. Un- 
employment or underemployment among the 
poor are often due to forces that cannot be con- 
trolled by the poor themselves. There are not two 
distinct categories of poor — those who can work 
and those who can not. Nor can the poor be di- 
vided into those who will work and those who will 
not. For many, the desire to work is strong, but 
the opportunities are not readily available. The 
opening or closing of a factory, ill health of the 
breadwinner, inability to find transportation, loss 
of a babysitter, weather conditions, and similar 
factors greatly affect employment opportunities. 

Of the 1.2 million poor nonaged family heads 
who did not work at all in 1966: 
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' • Nearly half were women with responsibili- 
ties for young children. 

• Another third were unable to perform any 
work because of illness or disability. 

• Of the remaining 230,000, 40 percent were 
unable to work because they were attending 
school, and about 15 percent reported that they 
were simply unable to find any work. 

TABLE 2-1. Work Experience of Poor Nonaged Family 
Heads and Unrelated Individuals, by Sex, 1966* 

[In millions] 

Families Unrelated 
individuals 

Work experience of head — 

Male Female Male Female 
head head 

Total 2.9 1.6 .7 1.4 

Worked in 1966 2.4 .8 .5 .8 

40 weeks or more 1.8 .4 .2 .4 

Full-time 1.6 .3 .2 .3 

Part-time 2 .1 .1 .1 

Less than 40 weeks 6 .4 .3 .4 

Full-time 5 .3 .2 .2 

Part-time 2 .2 .1 .2 

Did not work in 1966 5 .7 .2 .6 

III, disabled 3 .1 .1 .2 

Couldn't find work. .. . * * * * 

Other reasons 2 .6 .1 .4 

In school 1 * * * 

Housekeeping * .6 .3 

All others 1 * * * 

* Civilian noninstitutional population. 

*Less than 50,000. Columns do not add to totals due to 
rounding. 

Source: Special Census Bureau tabulations from the Current 
Population Survey for the Office of Economic Opportunity. 
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* A residual group of about 100,000 remains. 
It includes those who did not work at all dur- 
ing the year for reasons other than those listed. 
Thus, less than three percent of the nonaged 
heads of poor families might have freely chosen 
not to work at all. But many in this residual 
group actually may have had little choice be- 
tween work and poverty. For example, many 
poor individuals do not work because of dis- 
abilities which ordinarily are not recognized in 
official statistics, particularly disabilities of a 
mental, rather than a physical nature. 

Factors Inhibiting Progress 

Clearly, the experience of the poor indicates 
that work alone is no guarantee of escaping 
poverty. Why is it that employment — the basic 
source of income for most Americans — fails the 
poor? 

Several factors account for this. Family size is 
relevant; the costs of supporting a large number 
of children can result in poverty for workers with 
even relatively high earnings. Low wages and/or 
lack of sufficient hours and weeks of work can 
account for a good deal of poverty. Disabilities 
prevent many from working. Poor preparation 
for working careers and discrimination affect 
many others. And, for large numbers of people, 
work is simply not available. Let us examine the 
impact of these factors more closely. 

it Less than 100 Percent 



There is some unemployment even in the best 
of times, and it is not evenly distributed over 
the economy. A desire to avoid accelerating infla- 
tion has led policymakers to accept some unem- 
ployment. But it must be recognized that this 
policy has much to do with explaining poverty 
for many families. A 4 percent unemployment 
rate — considered by many to be the lowest 
feasible, long-term unemployment rate — means 
that not everyone can work who wants to work. 
It also means that wages will be lower than they 
would be if there were greater competition for 
workers. It means that young people without 
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work experience, people with low educational 
attainments, and members of minority groups 
subject to discrimination will be particularly 
handicapped in their search for employment. 
Moreover, official unemployment statistics do 
not reflect the number of persons who have with- 
drawn completely from the labor force because 
of long-term inability to find jobs. 

Obviously, the state of the American economy 
and the consequent structure of opportunities at 
the local level can enhance or impede employa- 
bility greatly. A fully employed person, earning 
good wages one day, can find himself suddenly 
unemployed and locally unemployable due to a 
work force reduction or plant closing. In the ab- 
sence of strong aggregate demand, even well- 
planned efforts to find jobs can be ineffective. 

We were very much concerned with the fact 
that young people wanted to work and needed 
jobs; 2,782 screened applicants were approved. 
My Committee had a task of contacting private 
employers to try to develop jobs. We contacted 
all of the churches of the communities; we con- 
tacted approximately 350 private employers. 
We had the Governor of the State of Iowa com- 
ing in to kick it off by announcement. We had 
good radio, local press, and television coverage. 
We sent out a letter signed by the mayors of 
three central cities inviting people to get in- 
volved. The end result was that we got nine 
job offers. The amount of money that we real- 
ized from the nine jobs wouldn't pay for the 
postage and printing costs. 2 

The demand for labor also will affect the out- 
come of training programs. Many witnesses at 
Commission hearings expressed frustration at 
going through training programs which were 
not geared to jobs currently available or to the 
skills of the trainees. 

For instance, the job Opportunity Center 
which was very effective, listened to some tech- 
nician who had no feeling for the programs at 
all and trained 40 teacher's aides. But nobody 
alerted the school board or got any considera- 
tion from them as to whether they would hire 



; Witness before Commission, Waterloo, Iowa. 



them. So these people are right back on the 
streets where they are more frustrated than ever 
because they know now that they have some 
training. 3 

The program put me into them (three dif- 
ferent types of training for jobs. ) What I was 
wondering is if they could put somebody in 
there who has been through the mill like I have 
and talk to the people, tell them what kind of 
a job they could get and what they would 
like . . . Because they sent me to Lowrey 
Field for sheet metal. Well, they say it pays 
pretty good but it takes four years to learn the 
trade and then $400 to join the union. And 
then you have to know too much math and 
algebra and all that. 4 

I have been trained ... I was trained with 
my cane (for the blind). Training people for 
what, for sitting in the corner? They have given 
me the training of a king or queen and today 
I still sit in my corner with my knitting in my 
hand. . . I have been trained to take dicta- 
phone dictation and I have been trained to do 
answering services and I have been trained to 
do sewing . . . And what am I doing today? 
Sitting in my corner, waiting for the world to 
call me a leech. I am not willing to give any 
more time for any more training, thank you. 5 

Well . . . back in 1965, I went to the 
Bureau of Indian Affairs school . . . and they 
accepted me and I received my training in 
Chicago. The trouble was that I went out for 
welding and somehow when I got up there 
they had me down as a barber. (After com- 
pleting barbering courses and finally receiving 
training as a welder) I tried to get a job and 
they throw the bit up to me about "Do you 
have any tools?" or "Do you have any experi- 
ence?" And I said no. And I can't get no job, 
they won't hire me. I might as well go out and 
dig a ditch for Tom or Joe . . . because I 
am sick and tried of going to trade school. 6 



:I Witness before Commission, Denver, Colorado. 
4 Witness before Commission, Denver, Colorado. 
3 Witness before Commission, Albuquerque, New 
Mexico. 

0 Witnesses before Commission, Isleta Indian Pueblo, 
near Albuquerque, New Mexico. 
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The whole system is bad . . . you start 
them on training full of hope and what guar- 
antee? What job is there after the end of that 
training? Nothing but a waiting list. 7 

People are training for the jobs that they 
originally were hopeful of getting. But the 
problem has been that we haven't been able to 
locate them a job with industry because of the 
fact, as you probably are aware by now, there 
are no jobs in Albuquerque, New Mexico. 8 

When there are no jobs for the head of the 
family, then other members of the family may 
have to help support the family. One witness 
told the Commission: 

A poor family cannot put his child to work 
according to age, he puts him to work accord- 
ing to the needs of his family." 




1 Witness before Commission, Los Angeles, California. 
s Witness before Commission, Albuquerque, New 
Mexico (director of a training program). 

0 Witness before Commission, Quincy, Florida. 



In 1966 at least 160,000 male family heads 
were forced to work less than they desired because 
of an inability to find more steady employment. 
More than a million others were working part- 
time hours at low-paying marginal tasks. 

One witness heard by the Commission, for 
example, spends part of the year raising cotton 
on a ten-acre plot in return for a share of the 
product. After paying all the costs associated 
with raising the crop, his net income from share- 
cropping is $400 annually. In addition, he earns 
$5.00 daily as a tractor operator when that work 
is available. During the winter, he sells firewood 
to supplement his income. He testified: 

Nine people live off of it. Just figure how 
could you do it with nine people; just one 
biscuit a day. A man with $5.00 can hardly 
cover that. And I only receive that through 
the summer. Winter time there ain't nothing 
to do. They give us a little something to do 
around and pay up what we owe; you don't 
get through paying what you owe. And if 
there were something to do, I would sure 
appreciate doing it. I wouldn't back off from 
no work. 10 

Low Earnings 

Full-time employment at the current Federal 
minimum wage of $1.60 an hour will provide a 
family of four or more with an annual income 
below the poverty line. In 1966, 3.1 million men 
working full-time, two-thirds of whom were fam- 
ily heads, earned less than $1.60 an hour. In 
1967, almost half of the Nation's labor force 
was employed in occupations or industries not 
covered by the minimum wage provisions of the 
Fair Labor Standards Act. Many of the families 
of such workers are poor. 

The sources of low wages can be found on both 
the demand and the supply sides of the labor mar- 
ket. The spread of complex automated industrial 
technology continually reduces the relative de- 
mand for workers in low-skilled occupations. 
Emigration from the agricultural sector, the 

10 Witness before Commission, St. Joseph, Louisiana. 
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growing number of youth, and increased partici- 
pation of middle-aged women in the labor force 
add to the supply of low-wage job candidates. 

In certain instances, however, low earnings re- 
flect a breakdown in the market itself, either be- 
cause of immobility of labor and capital resources 
or because of discrimination in hiring. There is 
overwhelming evidence that the employment op- 
portunities of nonwhite workers and female work- 
ers are more limited in number and lower in 
quality than those open to white male workers. 

The fact that so many workers accept employ- 
ment at very low wages indicates the basic 
strength of the work ethic in the economy. Al- 
though their jobs are often unpleasant and phys- 
ically demanding, many workers have remained 
ready and willing to work for wages which cannot 
keep their families out of poverty. 

Large Families 

Large families need substantial incomes just to 
avoid poverty. According to the Social Security 
Administration's poverty index for 1968, a non- 
farm family composed of two parents and five 
children would need at least $5,789 to maintain 
even the most basic standard of living. If the head 
worked full-time year-round, he would have to 
earn nearly $3.00 per hour to achieve this target. 
In 1966 over 40 percent of the poor families with 
children headed by employed men under age 65 
had more than three children to support. With an 
average family size of 4.6 persons, many working 
family heads are financially handicapped even 
when earning a relatively good annual income. 

Poverty and Education 

The association between education and income 
is a familiar one. Formal education not only 
enhances the quality of one's life, it also pays a 
high dividend in material rewards. Those with 
little education are at a disadvantage in the labor 
market. The heads of nearly three-quarters of 
all poor families in 1966 did not graduate from 
high school. Indeed, nearly one in five of the 
poor nonaged male and female family heads had 



completed less than six years of formal school- 
ing — a level barely above functional illiteracy. 

Limited education does not guarantee a life of 
poverty, but the income distribution is highly 
skewed in favor of the more educated. One 
fourth of those with less than eight years of school- 
ing earned less than $3,000 while only 6 percent 
of high school graduates had earnings that low. 
In 1967, the median income of families whose 
heads had completed less than eight years of 
schooling was about one-third that of families 
headed by college graduates. The gap between 
their median incomes was about $8,000." 

With a high proportion of the poor unedu- 
cated, it is unrealistic to expect great upward mo- 
bility in terms of income. Those with low educa- 
tion levels receive the low-paying jobs that offer 
little opportunity for advancement. Once family 
responsibilities are acquired, this handicap is 
imposed on the entire family. 

The effects of limited education are quite per- 
vasive. For many of' the undereducated, the most 
routine job-seeking activities may be difficult. 
People who are embarrassed by their inability to 
speak correctly, or to understand questions and 
the reasons behind them, or to fill out detailed 
forms quickly, or to grasp instructions, are partic- 
ularly disadvantaged in securing a job. When a 




11 U.S. Bureau of the Census, Current Population Re- 
ports, Series P-60, No. 59, "Income in 1967 of Families 
in the United States," April 18, 1969, Table 14. 
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job opportunity is extended some of the unedu- 
cated do not take it because of their conviction 
that they cannot compete effectively. At an 
earlier point in our economic history, brawn and 
willingness to work would have been sufficient, 
but increasingly even menial jobs require high 
school diplomas. Many persons have been left out 
of the job market, not because they cannot do 
the work, but because employers would rather 
hire "over-educated" workers. One able-bodied 
male who did heavy manual farm work during 
the season testified that he could not move to the 
city and do more steady factory work because 
"Most jobs like that won't hire a guy without an 
education (who) can't fill out a form." 12 

Poverty and Location 

Two-thirds of the poor lived in urban areas in 
1966. However, the risk of being poor was greater 
for those who resided in rural areas, whether they 
lived on or off the farm. Almost 20 percent of the 
rural population was poor, compared with about 
14 percent for the urban population. Opportu- 
nities for earning are fewer in rural than urban 
areas, and work is more often seasonal. 

The poor are somewhat concentrated geo- 
graphically. Twenty percent of Southern fami- 
lies were poor in 1966, while only 9 percent of 
non-Southern families were poor. Half of all poor 
families lived in the South. Although nearly two- 
thirds of all poor nonwhite families lived in the 
South in 1966, Southern poverty was by no means 
confined to non whites. Close to 2 million white 
families — 42 percent of all poor white families — 
were residents of Southern States. The conditions 
that are conducive to poverty — low wages, low 
average education, seasonal employment, and 
declining opportunities for the unskilled— are 
especially prevalent in the South. These factors 
cross racial lines, although nonwhites are partic- 
ularly affected. 

Another focal point for poverty is the inner 
core of major cities, from which it is often diffi- 



la Witness before Commission, Mississippi County, 
Arkansas. 



cult, time consuming, and expensive to reach 
well-paying jobs in outlying areas. 

We have one new employer who will employ 
1600 people. A great many of these women 
will be trained by the employer. It is not essen- 
tial that they have previous experience. But 
there is no transportation to this particular 
employer's place of business. 13 

In your core city, the jobs that are available 
will not pay a sustaining wage. They run from 
80 cents per hour probably up to $1.30. A 
person who has a family to support cannot do 
it on this wage scale . . . Another thing is 
that jobs that do pay a sustaining wage are 
located in your suburban areas. There is no 
way of getting transportation to get to them. 
Transportation in Denver is inadequate. They 
don't run adequate buses to job sites. Most of 
the people don't have cars. 14 

In many American cities, the story is the same: 
There are no jobs where the poor live, the poor 
cannot afford — or are not allowed — to live where 
the jobs are opening up, and there is no transpor- 
tation between these two places. 




VJ Witness before Commission, Atlanta, Georgia. 
11 Witness before Commission, Denver, Colorado. 
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Poverty and the Female-Headed Family 

The employment opportunities for women 
heading poor families are more limited than 
those for men. Because of their family responsi- 
bilities, women may be severely restricted from 
holding down even a part-time job. One in every 
two women heading poor families did not work 
in 1966. 

Getting and keeping a job imposes certain con- 
ditions that are especially burdensome for women 
heading poor families. Working requires either 
that all children be old enough to care for them- 
selves or that some day care provisions be made 
for the children. There are few such facilities 
available, even for those who can afford to pay. 
Many women heading families with children can 
work only at the expense of their family 
responsibilities. 

I would like to state . . . that I do have a 
high school education ; I have one year of col- 
lege. I have ten years worldng experience be- 
hind me. The reason I am not employed at the 
present and am having to take AFDC is be- 
cause of inadequate child care for my children. 16 

Many of the jobs available do not pay enough 
to cover the cost of child care and other employ- 
ment expenses. Jobs for which the majority of 
female heads of households qualify are at the lower 
end of the pay scale. In 1966 almost 50 per- 
cent of all employed white women heading poor 
families and 75 percent of nonwhite women head- 
ing poor families worked in service occupations, 
one of the lowest paid groups. For many such 
women, Public Assistance offers a more secure 
existence. It has been estimated that 70 percent 
of mothers receiving Aid to Families with De- 
pendent Children could not earn more money by 
working than they receive in assistance payments 
because of their low skill and educational levels. 10 
One witness told the Commission : 



16 Witness before Commission, Seattle, Washington. 

14 U.S. Department of Health, Education, and Welfare, 
Office of the Assistant Secretary (Program Coordination), 
Income and Benefit Programs, October 1966, p. 58. 



I said that I was a New Careerist in the CEP, 
Concentrated Employment Program. I earn 
$1.60 an hour and I take home $242-22 every 
month for the support of myself and three chil- 
dren. My rent is $75 a month. The cost of my 
being employed far exceeds my income . . . 
By this I mean that it would be to my advan- 
tage to be on welfare. I am one of those people 
that are motivated, but is it worth it? I some- 
times wonder. 17 

Discrimination and Poverty 

At first glance it seems that poverty is a white 
problem — two-thirds of the poor are white, while 
one-third are nonwhite. However, 12 percent of 
the white population is poor while over 40 percent 
of the much smaller nonwhite population is poor. 

The greater incidence of poverty among non- 
whites 1 reflects several factors : larger family size, 
lower average earnings, a greater proportion of 
female-headed families, lower educational levels, 
and the greater proportion of nonwhites living in 
the South. Yet, holding each of these factors con- 
stant and comparing across racial lines, nonwhites 
remain at a disadvantage. 

Much of this differential is a result of direct or 
indirect discrimination. Many employers still are 
unwilling to hire members of minority groups. 
Others will employ them only in the most menial 
jobs. Some minority group members find them- 
selves unable to compete for jobs because discrim- 
ination in public programs has provided them 
with inferior education or training. 

Our ( Negro high ) school is not up to the 
(white) standard. I remember a few days ago 
I visited our school and to my surprise — and 
this has been existing for several years- — there 
were five classes in the gym going on at the 
same time, and one of these classes was a music 
class. 18 

My check will run about $120 and his (a 
white) will run two something . . . He prob- 



17 Witness before Commission, Albuquerque, New 
Mexico. 

18 Witness before Commission, St. Joseph, Louisiana. 
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ably might be cleaning up. He is not doing the 
type of (heavy) work that I am doing. 19 

Ability testing is done in English. I would 
like to take all these English-speaking teachers 
and give them a test in Spanish and see how 
their ability is going to run. Terminology and 
pictures with which the child is not familiar 
are used. The Puerto Ricans have never seen 
a sleigh, because we never had snow. 20 

Mobility Among the Poor 

The little that is known about changes in 
income status over time is not heartening. Poverty 
persists in families headed by year-round, full- 
time workers. It persists in multiple-earner fami- 
lies. And it persists, to varying degrees, among the 
aged and nonaged, among families headed by 
men and women, and among blacks and whites. 

Between 1965 and 1966, the number of 
households classified as poor declined by almost 3 
percent. This net change, however, obscures con- 
siderable movement of households into and out of 
poverty. Some 36 percent of those households 
classified as poor in 1965 had, for one reason or 
another, left poverty by 1966. Of those classified 
as poor in 1966, 34 percent were not poor in the 
previous year. These flows indicate that the risk 
of poverty is considerably more pervasive than 
has been imagined. 

Finally, the 64 percent remaining in poverty 
were disproportionately comprised of non whites, 
female-headed families, those in the South, and 
those families headed by a person with less than 
a high school education. For these groups, poverty 
is not a way station, it is a dead end. 

Determinants of Poverty Flows 

A move across the poverty line— in either 
direction— can be the consequence of a variety 
of uncontrollable changes in the household's cir- 
cumstances. The addition or loss of an earner, 
a change in the size or composition of the family, 
a fluctuation in the wage level or hours worked 

10 Witness before Commission, St. Joseph, Louisiana. 
10 Witness before a Commission, Philadelphia, Pennsyl- 
vania. 
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by family members — all bear heavily on the 
probability that a family will experience a change 
in its economic status. Certain influences, how- 
ever, stand out in bold relief. 

Work, when available, can contribute signifi- 
cantly to a family's success in avoiding poverty. 
Over the 1965-1966 period, the rate of escape 
from poverty for families headed by a full-year 
worker was nearly twice as large as that for 
families whose head worked part-year or not at 
all. Conversely, the rate of entrance into poverty 
for the latter group was over seven times that 
of the former. The greater the amount of time 
the head spent working, the more likely the 
family was to have left or not to have entered 
poverty. This was true for whites and nonwhites, 
for male and female-headed families, and for 
the young and old. Indeed, in almost every con- 
ceivable comparison, those who worked fared 
better than those who did not. 

More striking than the recorded successes are 
the failures. Of those families classified as poor 
in 1 965 which were headed by a full-time, year- 
round worker, 43 percent failed to escape poverty 
during the following year. In terms of absolute 
numbers there were nearly as many families 
leaving poverty whose heads worked less than 
48 weeks as families whose heads worked 48 or 
more weeks. Clearly, work alone is no guarantee 
of leaving poverty. 
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Extent of Income Mobility 

Despite the way statistical indices are often 
used, poverty is not an either/or state. There are 
shades of poverty just as there are shades of 
wealth. This distinction is particularly important 
in discussing movements across a fixed poverty 
line. A person whose income is slightly below the 
poverty line can statistically move out of poverty 
by increasing his income by a small amount, but 
his standard of living will remain unchanged and 
he still will feel poor. 

Of those persons who moved out of poverty 
between 1965 and 1966, a large number did not 
move far: one-eighth remained within $200 of 
the poverty line and one-quarter remained with- 
in $500 of the poverty line. For families such 
as these, it might be questioned whether the 
recorded change was significant. Of those falling 
into poverty, almost one-fifth fell less than $200 
below the line and nearly half were within $500 
of the line. Thus much of the movement into and 
out of poverty is really movement close to the 
line. 21 

Conclusion 

The persistence of poverty and the extensive 
movements into and out of poverty testify to the 
fact that problems of income inadequacy and in- 
come insecurity are common to large segments of 
the population. Age and disability, loss of employ- 
ment for technological or personal reasons, large 
family size, and poorly paid employment, pose 
potential risks to all who depend on wages. And, 
in our society, 80 percent of the population re- 
ceive the major portion of their income from 
wages. The wage earner's income is highly vulner- 
able to the chance circumstances of life. Few 
families, for example, could weather long-term 
illness of the earner without serious financial prob- 
lems, even if they possessed savings, health in- 
surance, or accumulated sick leave. Few families 
could afford the retraining of a laid-off primary 

- 1 Unpublished tabulations from Current Population 
Surveys, 1965 and 1966. 
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worker without great difficulty. The living stand- 
ard of most families would be seriously jeop- 
ardized, and some would become poor. 

For most of those who are currently poor, 
changes in economic status are largely beyond 
their control. Generally, they are doing what they 
can considering their age, health status, social 
circumstances, location, education, and oppor- 
tunities for employment. Poverty is not a chosen 
way of life. Both the statistical data and personal 
observations by members of this Commission have 
made it clear to us that most of the poor are poor 
because affluence is beyond their grasp. The aged 
poor have made their contribution as workers and 
now many are dependent on inadequate retire- 
ment incomes. The disabled are similarly handi- 
capped. The working poor are attempting to be 
productive and still are poor. 

With so many working at jobs that are both un- 
pleasant and financially unrewarding, one won- 



ders how the stereotype of the malingering poor 
can be sustained. It is wrong that so much atten- 
tion is focused on the few laggards. Among the 
poor are a small number who will be very suc- 
cessful in escaping from poverty on their own, 
and a majority who will work hard but remain 
poor. Very few of those capable of self-help seem 
to be doing nothing. 

For the bulk of the poor, both young and old, 
unemployed and working, urban and rural, there 
are few bootstraps available by which they can 
pull themselves out of poverty. As individuals, 
some of our poor fellow citizens can overcome the 
limitations imposed by chronic significant levels 
of unemployment and underemployment, various 
forms of discrimination, and an opportunity sys- 
tem which — while perhaps unparalleled in the 
world — needs to be improved. But as a group 
they cannot. Society must aid them or they will 
remain poor. 
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The Future of Poverty 

Getting ahead on a poverty income and be- 
coming unpoor are problems whose solutions lie 
beyond the powers of most of the poor. They are 
also problems for which the formulation of mean- 
ingful and appropriate long-range solutions re- 
quires an undistorted view of the nature of pov- 
erty and of the Nation's economic system. Yet in 
many discussions of these topics, there are often 
implicit, unexamined assumptions and beliefs 
which must be questioned. 

• The Commission is concerned about the 
widespread belief that poverty will simply fade 
away. Will the enormous productivity and po- 
tential for growth of the American industrial 
system lead, inevitably, to the disappearance 
of poverty? 

• The Commission is also concerned about 
the notion that poverty can be defined and 
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dealt with as a fixed and timeless absolute con- 
cept. What does an absolute definition of pov- 
erty mean in an era of growing prosperity? Is 
it possible to grasp and to deal with the prob- 
lems of American poverty without considering 
relative poverty and deprivation? 
These questions must be asked even if final an- 
swers are not forthcoming immediately. Raising 
these questions gives us a better view of what is. 
Answering them will give us a better vision of 
what ought to be. 

The Recent Decline in Poverty 

During the 1960's the number of poor persons 
decreased sharply. From 1960 through 1968, the 
number of persons in poverty dropped from 39.9 
to 25.4 million and the percentage of the popu- 
lation in poverty fell from 22 percent to 13 per- 
cent. This rate of decline can give rise to two 
misleading and dangerous views: that poverty 
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TABLE 3-11. Poor Households, 1961, 1966, and 1974 (Projected) by Age, Family Status, and Sex of Family Head 



u n „„ hn | ri ph.«rf-wu Number of households Average annua! percent 

Household Characteristic (, n thousands) change 



1961 1966 1974 1961-66 1966-74 



Total 12,881 

Nonaged households 8,360 

Families 6,149 

Male- headed 4^579 

White 3,416 

Worked 3,005 

Didn't work 411 

Nonwhite 1,163 

Worked 1,060 

Didn't work 103 

Female-headed 1,570 

White 939 

Worked 451 

Didn't work 488 

Nonwhite 631 

Worked 383 

Didn't work 248 

Unrelated individuals 2,211 

Male 815 

White 567 

Worked 421 

Didn't work 146 

Nonwhite 248 

Worked 186 

Didn't work 62 

Female 1,396 

White 1,048 

Worked 590 

Didn't work 458 

Nonwhite 348 

Worked 204 

Didn't work 144 

Aged households 4,521 



10,826 

6,591 
4,476 
2,900 
2,102 
1,740 
362 
797 
691 
106 
1,576 
934 
460 
474 
642 
376 
266 

2,115 
712 
534 
386 
148 
178 
116 
62 
1,403 
1,079 
571 
508 
324 
199 
125 

4,235 



8,816 

3,936 
2,463 
1,210 
833 
610 
223 
377 
282 
95 
1,253 
751 
301 
450 
502 
267 
235 

1,476 
451 
351 
201 
150 
100 
35 
65 
1,025 
789 
354 
435 
236 
116 
120 

4,877 



-3.4% -2.5% 



-4.6 
-6.2 
-9.0 
-9.5 
-10.7 
-2.5 
-7.5 
-8.4 
+0.6 
* 

-0.1 
+0.4 
-0.6 
+ 0.3 
-0.4 
+ 1.4 

-0.9 
-2.7 
-1.2 
-1.7 
+0.3 
-6.4 
-9.3 
0.0 
+0.1 
+0.6 
-0.7 
+2.1 
-1.4 
-0.5 
-2.8 



-6.2 
-7.3 
-10.3 
-10.8 
-12.0 
-5.9 
-8.9 
-10.5 
-1.4 
-2.8 
-2.7 
-5.2 
-0.7 
-3.0 
-4.2 
-1.5 

-4.4 
-5.5 
-5.1 
-7.9 
+0.2 
-7.0 
-13.4 
+0.6 
-3.8 
-3.8 
-5.1 
-1.9 
-3.9 
-6.2 
-0.5 

+ 1.8 



"Less than 0.05 percent. 

Q S h ou /- c S^ ,S V DeF ? artr ?? ent of He j jl J. t !'.r5f? u S? tion ' and Welfare, Program Memorandum on Income Maintenance and Social and 
Hetiaoilitation Service Programs of DHEW, Novemoer 1968, and Toward a Social Report, 1969. 



will continue to decline at the same rate, thereby 
ultimately eliminating poverty, and that existing 
Government antipoverty programs have been 
solely responsible for the decline. 

The decline in poverty came during a period 
of sustained economic expansion and extensive 
tightening of labor markets. The benefits of this 
economic growth were unevenly distributed 
among the poor. Those with labor force connec- 
tions benefited considerably more than those out- 
side the work force. In the early 1960's the num- 
ber of poor families headed by nonaged working 
men fell by 9 percent per year. By contrast, the 
number of aged poor households fell by only about 
one percent per year, and for families headed by 
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women the decline was imperceptible. T/his un- 
even pattern portends the pattern of the future. 
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Projections prepared by the Department of 
Health, Education, and Welfare show the overall 
incidence of poverty continuing to decline, but 
at a decelerating rate, with the composition of 
those remaining poor continuing to shift. It is 
estimated that by 1974 there still will be some 17 
million poor persons living in nine million house- 
holds if Gross National Product grows by 4 per- 
cent per year in real terms. More than four 
million of these people will be in families headed 
by a nonaged working man. 1 Obviously, should 
we suffer a recession, or even a reduced rate of 
real economic growth, the projected number of 
poor families would be larger. Thus, despite the 
great productivity of the Nation's industrial 
system and the increasing income which it gen- 
erates for most Americans, the poor will remain 
with us in very large numbers for the foreseeable 
future. 

Indeed, the composition of the poor is chang- 
ing so that the poor more and more are those 
who gain least from economic growth: the aged, 
the disabled, female-headed families, and those 
whose limited skills seem unlikely to be demanded 
by an increasingly complex industrial system. 
Consequently, almost inevitably, there must be 
a slowing down of the rate of escape from 
poverty. The import of these projections, in the 
view of the Commission, is that public action is 
necessary to end absolute poverty in the United 
States. We cannot expect a significant portion 
of the future's affluence to flow automatically to 
the poor. 

Moreover, these projections are based on a 
fixed poverty index — adjusted for price changes 
only — which may be misleading and obsolete in 
the context of the rapidly rising living standards 
of the general society. 

Relative Poverty 

Predictions, calculations, and prescriptions 
dealing with the problems of poverty rest on the 
Social Security Administration poverty index, a 

1 U.S. Department of Health, Education, and Welfare, 
Toward a Social Report, 1969, Chapter IV. 



definition of poverty based on the cost of a fixed 
emergency food budget, adjusted annually only 
for price changes. No adjustments in the index 
are made to reflect changes in living standards 
enjoyed by the general population. This official 
poverty line purports to represent a level of sur- 
vival income sufficient to buy bare necessities. 
Presumedly, it is based on scientifically deter- 
mined standards of nutritional adequacy and 
other basic needs. 

In fact, however, the objectivity of the absolute 
budget is illusory. Other poverty lines can be de- 
veloped corresponding to lower or higher con- 
sumption standards. These can be bolstered with 
scientific surveys, but retain a large degree of 
arbitrariness. For, in the end, the choice of what 
must be included in the budget is made sub- 
jectively by the researcher. 

The arbitrary quality of this sort of index was 
shown in August 1969 when the Government 
changed the price index and the ratio of farm to 
nonfarm incomes used in computing the poverty 
index. As a result of these strictly technical 
changes, the estimated number of poor persons in 
1967 increased from 26 million to almost 28 
million. 2 

The Concept of a Fixed Poverty Line 

The concept behind a fixed measure of poverty 
is itself subject to increasing criticism. It is argued 
that such a level merely allows the poor to sur- 
vive at an unchanging, low level — while the non- 
poor measure their well-being in terms of real 
income growth. The difficulty, of course, is not 
with the poverty index as a technical construct, 
but with changing subjective feelings about what 
standard of living is adequate and about the im- 
portance of relative deprivation. 

Solely as a result of growing affluence, a society 
will elevate its notions of what constitutes poverty. 
Many factors account for this. All people tend to 
measure their well-being against some norm. 

~ U.S. Bureau of the Census, Current Population Re- 
ports, Series P-23, No. 28, "Revision in Poverty Statistics, 
1959 to 1968," August 12, 1969, Table D. 
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When the median income is growing rapidly, 
those above it will perceive the poor differently, 
and the poor living on an unchanged income will 
view their lot differently. 

But there are objective as well as subjective rea- 
sons for requiring poverty standards to rise with 
increases in the general level of prosperity. As 
affluence increases, community standards will 
constantly raise the level of income needed by 
the poor in order to exist. City housing codes will 
be upgraded, and the poor will have to improve 
their homes or pay more rent for their better 
buildings. When most of the community owns 
automobiles or moves to the suburbs, public trans- 
portation will probably deteriorate, leaving the 
poor with either inadequate or more expensive 
transportation. The city will enrich the public 
school curriculum, and poor students will have 
to pay for special assembly programs and field 
trips, or buy gym suits instead of just tennis shoes, 
or wear white shirts and neck ties instead of 
simpler clothing, or buy uniforms in order to be- 
long to clubs. As economic advancement both 
allows and demands increasing education, chil- 
dren in families unable to provide money for 
higher education will fall further behind. 



Clearly, as a society's general standard of liv- 
ing rises, increasingly expensive consumption pat- 
terns are forced on the poor, not in order to catch 
up, but in order to remain a part of that society. 
Moreover, as society's normal standard of living 
rises the poor will seek to emulate it— isince they 
are part of society— and feel increasingly deprived 
if they cannot. 

Relative Shares 

A fixed definition of poverty leads to the con- 
clusion that if income generated by future eco- 
nomic growth flows to the poor in the same 
proportions as in the past, then poverty will dis- 
appear. That is, if America's relative income 
distribution remains constant, or does not move 
against the poor, then eventually all might rise 
above the fixed poverty line. 

The constancy of America's income distribu- 
tion suggests that the poor consistently have re- 
ceived about the same percentage of the Nation's 
income. As Table 3-2 indicates, the bottom fifth 
of the population has received approximately the 
same proportion of aggregate income for over 20 
years. 



TABLE 3-2. Distribution of Money Income, Mean Income, and Share of Aggregate Received by Each Fifth and Top 
5 Percent of Families and Unrelated Individuals, Selected Years, 1947-1966 



Mean Percentage distribution of aggregate income 



Year and group 


income 
before tax 
(current 
dollars) 


Lowest 
fifth 


Second 
fifth 


Middle 
fifth 


Fourth 
fifth 


Highest 
fifth 


Top 5 
percent 


Families and unrelated individuals 
















1947 


$3,224 


3.5% 


10.5% 


16.7% 


23.5% 


45.8% 


19.0% 


1957 


4,861 


3.4 


10.8 


17.9 


24.8 


43.1 


16.7 


1962 


6,049 


3.5 


10.3 


17.3 


24.5 


44.3 


17.3 


1966 


7,425 


3.7 


10.5 


17.4 


24.6 


43.8 


16.8 


Families 
















1947 


3,566 


5.1 


11.8 


16.7 


23.2 


43.3 


17.5 


1957 


5,483 


5.0 


12.6 


18.1 


23.7 


40.5 


15.8 


1962 


6,811 


5.1 


12.0 


17.3 


23.8 


41.7 


16.3 


1966 


8,423 


5.4 


12.3 


17.7 


23.7 


41.0 


15.3 


Unrelated individuals 
















1947 


1,692 


2.9 


5.4 


11.5 


21.3 


58.9 


33.3 


1957 


2,253 


2.9 


7.2 


13.6 


25.3 


51.0 


19.7 


1962 


2,800 


3.3 


7.3 


12.5 


24.1 


52.8 


21.3 


1966 


3,490 


2.8 


7.5 


13.2 


23.8 


52.7 


22.5 



Source: Ida C. Merriam, "Welfare and its Measurement," Eleanor B. Sheldon and Wilbert E. Moore, eds., Indicators of Social 
Change (New York: Russell Sage Foundation, 1968), p. 735. 
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But this view of poverty and the use of a fixed 
definition implies a concept of absolute poverty 
unrelated to the growing American standard of 
living. Absolute poverty is difficult to define 
objectively. The notion of mere survival as a basis 
for defining poverty is unrealistic in an advanced 
industrial society which is daily growing richer. 
Poverty relative to some norm may be a more 
meaningful conception of this social problem. 
Despite all of our income and welfare programs, 
we have not altered appreciably the structure of 
this Nation's income distribution. 

Most important of all, the gap between the 
living standards of the poor and the more affluent 
is increasing. This is true for everyone at the 
lower end of the income distribution scale, but 
obviously bears most on the very poor. When we 
use a specific income level such as the poverty 
index to define the poor, we find they are falling 
further behind the general population. Table 
3-3 shows that the ratio of the poverty line to the 
median income has fallen significantly since 1 959. 
The median income has risen by 57 percent over 
this period, while the poverty line has increased 
by only 20 percent. 



! ABLE 3-3. Median Income and Poverty Line For 
a Nonfarm Family of Four, 1959 and 1968 

Income measure 1959 1968 Percent 

increase 

Median income $6,355 8 $9,948 57% 

Poverty line 2,973 3,553 20 

Poverty line as per- 
cent of median 

income 47% 36% 



« Median income for 1959 is for urban families. 

Source: U.S. Bureau of the Census, Current Population Reports, 
Series P-60, No. 35; Series P-23, No. 28; and Series P-60 to 
be released on December 1, 1969. 

In the Commission's view, these are significant 
social facts. As the general American standard of . 
living improves, the poor will become progres- 
sively worse off by comparison with some norm. 
The poor— defined by an unchanging scale — will 
be struggling for social survival even after the 
problems of physical survival have been solved. 

Radically different consumption opportunities 
can be seen in traveling from the affluent suburbs 
of any large city into the deteriorating central 
core, or by driving from urban to rural America. 
These life styles are separated by a wide gulf and 
as the future brings larger incomes to some, those 
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who remain even relatively poor will increasingly 
inhabit a different world than the affluent. 

Controversial and difficult as the transition 
may be, our own affluence may force upon us a 
changed view of poverty. As citizens of the rich- 
est Nation in the world we may come to regard 
the social isolation of the poor from the standard 
of living and opportunities open to the rest of 
society to be as important as their low incomes. 

We may view the consequences of living con- 
siderably below general standards — albeit above 
starvation — as real and significant, especially in 
a society which desires fluid class lines. 

A relative view of poverty will obviously give a 
very different picture of the poor population. 
Table 3-4 presents recent trends in the incidence 
of poverty for families, as measured by an absolute 
and a relative standard. Using a fixed standard 
which defines poverty as an income of less than 
$3,000 a year, the percentage of poor families 
has decreased markedly between 1947 and 1965. 
Using, for purpose of illustration, a measure of 
relative poverty of one-half of the median income, 
the incidence of poverty has not fallen perceptibly 
since 1947. Commission staff estimates indicate 
a continued rough constancy through 1980. 

In these trends is the potential for social division 
unparalleled in our Country. We already are see- 
ing some of the results of this division in urban 




unrest. The Commission has been deeply dis- 
turbed by its contact, through field hearings, with 
many articulate poor persons who feel increas- 
ingly "left out" and helpless. This is a serious 
problem for National Government policy. The 
poor can do nothing to halt this growing division. 
As we have seen, the poor are unable to break 
out of absolute poverty. They will find it even 
further beyond them to close the widening gap 
of relative poverty. 



TABLE 3-4. Percentage of U.S. Families Classified 
Poor by Changing and Fixed Standards, 194/ to 1965 
(in 1965 dollars) 



Percentage of families 



Year Income Income 

less than less than 

one-half $3,000 
the median 



1947 


18.9% 


30.0% 


1948 


19.1 


31.2 




20.2 


32.3 


1950 


20.0 


29.9 


1951 


18.9 


27.8 


1952 


18.9 


26.3 


1953 


19.8 


24.6 


1954 


20.9 


26.2 


1955 


20.0 


23.6 


1956 


19.6 


21.5 


1957 


19.7 


21.7 


1958 


19.8 


21.8 


1959 


20.0 


20.6 


1960 


20.3 


20.3 


1961 


20.3 


20.1 


1962 


19.8 


18.9 


1963 


19.9 


18.0 


1964 


19.9 


17-1 


1965 


20.0 


16.5 



Source: Victor R. Fuchs, "Comment on Measuring the Low 
Income Population," Lee Soltow, ed. Six Papers on the Size 
Distribution of Wealth and Income (National Bureau of Economic 
Research, 1969), p. 200. 



Conclusion 

This Commission has looked at poverty pri- 
marily as an absolute phenomenon. In seeking 
to deal with this problem, we have recommended 
a basic cash program which represents a new ap- 
proach to income maintenance and a new chance 
for the poor. But this program will not end the 
problems of poverty, absolute or relative. Over 
long periods of time, a prosperous society shifts 
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its patterns of consumption upward and these 
shifts affect the poor. If delineated only by un- 
changing absolute standards, the life style avail- 
able to the poor will grow increasingly separate 
from and inferior to the way of life followed by 
others in the society. These basic issues must be 
faced. They are too new in public debate and too 
far-reaching for this Commission to resolve 
them. From our studies and travels, however, wc 
have concluded that the narrower issue of im- 
proving our income maintenance system must 
be placed in this broader perspective. 

For the present, the Commission feels strongly 
that: 



• Absolute poverty must be ended soon in the 
United States. By its very existence, absolute 
poverty condemns some citizens to death or 
lives of misery. This should not be tolerated 
amidst the vast wealth of our Nation. 

• Greater access to opportunity must be pro- 
vided to all Americans. In a society that dis- 
tributes most income through the labor market, 
unequal opportunity to prepare for productive 
work virtually guarantees low income to those 
excluded. 

• Any new income maintenance scheme must 
be viewed in the context of National economic 
growth and the future relative position of the 
poor. 
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Our investigation of poverty in America has 
convinced this Commission that the problem 
cannot be solved without Government interven- 
tion. The challenge we face is to design a means 
of providing basic economic security to all Ameri- 
cans. We want a system which helps people ob- 
tain adequate income, which is equitable, and 
which preserves both dignity and incentive. By 
increasing the income of the poor, and by pre- 
venting many from becoming poor, such a system 
would reduce the growing distance between the 
poor and the average American. 

The Federal Government and State and local 
governments have operated income maintenance 
programs for many years. Before developing a 
new system we must learn the lessons of these 
earlier programs designed to aid the poor. This 
chapter summarizes those lessons. A detailed 
review of existing programs is included in 
Appendix A. 



The Origins of Existing Programs 

The existing system of income maintenance 
programs originated in the Depression of the 
1930's when millions were unemployed. As it has 
evolved over 35 years, it has been based on a 
three-pronged strategy of employment, social in- 
surance, and Public Assistance. In our society the 
great majority of people obtain their income and 
social status through employment. The strategy 
thus assumed that monetary and fiscal policies 
would guarantee sufficient employment at ade- 
quate wages for most people, while education and 
training programs would assist others in develop- 
ing their employment potential. If there were 
enough jobs, adequate education would assure 
young people a place in the labor force. In addi- 
tion, a family or individual would need protection 
against changes in the unemployment rate and 
against the crippling losses of income when the 
breadwinner retires, dies, or becomes disabled. 
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Finally, Public Assistance would be necessary 
as a "residual program" to aid those considered 
unable to enter the labor force. 

This analysis gave birth to the Social Security 
System, which provided partial income replace- 
ment to workers and their families upon retire- 
ment or death. More recently it has. provided 
income to disabled workers and health insurance 
for the aged. State Unemployment Insurance 
programs were encouraged by Federal legisla- 
tion to keep those who were briefly unemployed 
from becoming paupers. The Public Assistance 
system was constructed as an optional State pro- 
gram, jointly financed by all levels of government, 
to provide aid for particular categories of the 
poor: the blind, the aged, the disabled, and 
dependent children and their guardians. Gen- 
erally, able-bodied male workers were ineligible 
for assistance under any of these programs. 
Training and manpower programs have been 
developed to increase the earning power of 
employables — but only recently. Other transfer 
programs have been created for special groups 
deemed deserving and in need — such as vet- 
erans — and a variety of subsidized goods and 
services — such as housing, health, and food — 
have been made available . to various income 
groups. 

The strategy behind the income maintenance 
programs of the 1930's was aimed at the lack or 
loss of employment rather than directly at the 
problem of poverty. Today, however, the con- 
text of poverty and our view of it are vastly 
different from that era. We have learned to 
manage the economy so that catastrophic un- 
employment no longer is a significant threat. 
While the economic growth of recent decades has 
multiplied vastly the output of the economy, we 
have learned that a very substantial portion of 
poverty and unemployment is chronic, beyond 
the control of individuals or the influence of 
rising aggregate demand. The American economy 
holds the promise of continued economic growth, 
a growth in which all Americans could share, but 
in which some may not. 



In the mid-1960's an effort was made to mount 
a war on poverty ; the main emphasis was placed 
on programs to expand opportunities. Social 
service, training, counseling, and related pro- 
grams grew rapidly. But on the income mainte- 
nance front we attempted to fight the war with 
old weapons. We sought to improve old programs 
by raising benefits, easing eligibility requirements, 
and extending coverage. Now every month on 
the average, 24 million Americans receive Social 
Security checks, 10 million are helped by Public 
Assistance, and 1.1 million draw Unemployment 
Insurance benefits. But many of the poor remain 
untouched by any of these programs. 

Critique of Current Programs 

We have done much to help the poor in our 
midst. But we have not reassessed our theories or 
changed our program structure. We have not 
developed a National program which ( 1 ) pro- 
vides economic security to all those in need, not 
just those in certain categories, ( 2 ) provides aid 
in an efficient, dignified, consistent fashion, and 
(3) preserves the incentives that have provided 
much of our unique growth as a Nation and as 
individuals. The present income maintenance 
system has not succeeded for several reasons. 

• Programs Focus on the Unemployable Poor 

One of the major obstacles in the development 
of an adequate National income maintenance 
program has been the reluctance to supplement 
the incomes of employed and potentially employ- 
able persons. We have assumed that the labor 
market would provide such persons with sufficient 
income. But many persons are at least intermit- 
tently unemployed due to both cyclical and 
structural reasons. In 1968, a good year in terms 
of employment opportunities, monthly unem- 
ployment averaged 2.8 million persons. During 
the course of the year, a total of 1 1 million per- 
sons experienced some period of unemployment. 

The major program dealing with the tem- 
porarily unemployed but employable person is 
Unemployment Insurance. However, in 1968 this 
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insurance did not provide compensation for 
nearly two-thirds of total unemployment because 
of gaps in coverage and expiration of benefits. 
Not only are payments limited to a specified 
length of time, but Unemployment Insurance 
benefit levels are low. In most States they are 
below the poverty level for families with children. 

The program of Aid to Families with Depend- 
ent Children is aimed primarily at families with 
absent or incapacitated fathers. An Unemployed 
Father component of this program ( AFDC-UF) 
can provide benefits to households headed by 
unemployed able-bodied men, but the eligibility 
requirements are stringent. Only 25 States have 
chosen to implement this program since its enact- 
ment in 1961, and less than 100,000 families are 
benefiting from it. 

In 1966 there were 2.6 million poor families 
headed by nonaged able-bodied men. 1 These men, 
and their 10 million dependents, were excluded 
from Federally-assisted Public Assistance, al- 
though a few received locally-financed General 
Assistance. That exclusion may have weeded out 
a few potential malingerers and saved a few dol- 

1 U.S. Department of Health, Education, and Welfare, 
Office of the Assistant Secretary (Planning and Evalua- 
tion), Poverty Status Tabulations, 1966. 



lars in the short run, but in the long run it has 
produced harmful social and economic effects. 

The structure of existing welfare programs en- 
courages the real or feigned break-up of poor fam- 
ilies, since unemployed or poorly paid fathers gen- 
erally must leave home if their families are to be- 
come eligible for AFDC benefits. AFDC benefits 
vary by family size and provide a predictable if 
low income, while wages are subject to the 
vagaries of a labor market characterized by dimin- 
ishing need for low-skilled workers. 

The employment potential of AFDC recipi- 
ents — and hence the rationale for treating them 
separately from working men and women — is un- 
clear. The employability of incapacitated AFDC 
fathers obviously is limited. The education and 
skill levels of many AFDC mothers severely limit 
their employment opportunities in the current job 
market, especially since the demand for low- 
skilled workers has been declining. Partially be- 
cause of this, provisions were enacted recently 
which allow AFDC recipients to work and still 
retain part of their grants. 

While many AFDC recipients could increase 
their total income from this provision, the em- 
ployed poor and the employable poor are put at 
a further disadvantage vis-a-vis welfare recipients. 
These work incentives make increasingly frequent 
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the inequitable situation in which a poor family 
headed by an employed worker may have signifi- 
cantly lower income than an AFDC family which 
the male head has deserted. 

Thus, the lack of a program which aids work- 
ing men and women not only creates economic 
disincentives and encourages family breakup; it 
also is socially divisive, because it is possible for 
the incomes of some aid recipients to exceed the 
incomes of low earners of the same family size. 
The understandable resentment that has de- 
veloped against welfare programs sometimes has 
been interpreted to mean that all efforts to assist 
the poor are resented by the nonpoor and espe- 
cially by the marginally nonpoor— who have 
somehow "made it on their own." But malevo- 
lence need not be the source of this resentment. 
Clearly, resentment can spring from a sense of 
unfairness because programs reverse positions and 
ranks in the income distribution for no justifiable 
reason. 

The potential for reversing positions in the in- 
come distribution exists under the welfare system 
because we have largely clung to the notion that 
employment and receipt of welfare must be 
mutually exclusive. This view is untenable in a 
world where many employable persons have 
potential earnings below assistance payment 
standards. In developing programs to eliminate 
poverty, exclusion of the employable and the 
working poor from categories aided by the Gov- 
ernment would be justifiable only if all who 
worked achieved adequate incomes. This is not 
the case. 

Social Insurance Benefits Depend on Earnings 

Social insurance programs protect workers 
and their families against the loss of earnings 
from some of the hazards of industrial life. Each 
social insurance plan is built around one of sev- 
eral carefully specified risks that have been identi- 
fied as potential interruptions to earnings. Old 
Age, Survivors, and Disability Insurance, Unem- 
ployment Insurance, Workmen's Compensation, 
and other forms of social insurance generally pay 



benefits based on earning levels before employ- 
ment is interrupted. 

These programs have departed somewhat from 
strict insurance principles because they also pro- 
vide benefits to some persons who have contrib- 
uted little or nothing, and the ratio of benefits to 
contributions declines as the size of contributions 
increases. Despite this they do not provide ade- 
quate benefit levels for the very poor. They pay 
adequate benefits only to those with strong labor 
force attachments and relatively high earnings 
records. Because eligibility for social insurance is 
related to employment, it cannot reach effectively 
those who are poorest — those who have fleeting 
or irregular labor force ties. Moreover, low wage 
earners will receive low social insurance benefits. 
The poor worker will become a poor beneficiary. 
And the system's coverage is still denied to the 
most poorly paid workers and to the poor who are 
not employed at all. 

Programs Deal Differently with Categories 
of the Poor 

Federal assistance and social insurance pro- 
grams are designed to provide aid to selected cate- 
gories of the poor. Programs are designed to cover 
only certain risks or to benefit only certain groups, 
such as persons who are old, blind, or disabled, 
veterans, and farmers. 

One consequence of this categorical approach 
has been the exclusion from Public Assistance of 
many who are unquestionably in need of help. 
Part of this exclusion has been by design, as in the 
case of the employed or employable poor. Other 
exclusions result because it is impossible to design 
categories which can cover all cases of need, an- 
ticipate the wide variety of human circumstances, 
and change in response to new manifestations of 
need. So, we exclude many and arbitrarily in- 
clude others. 

Similarly, it has proven impossible to spell out 
and devise social insurance programs for all the 
possible risks to earnings. While old age, death, 
severe disability, and involuntary unemployment 
are fairly obvious risks, others — such as partial 
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mental and physical disorders — are not so obvi- 
ous or so easily covered. It is more difficult to de- 
sign programs for those who cannot work due to 
psychological disorders than for those with physi- 
cal disabilities, although they may be equally 
unemployable. 

Public Assistance Programs Are State and 
Local Programs 

Public Assistance was designed as a residual 
program for unemployable persons which would 
wither away in the face of effective employment 
and social insurance programs. Instead it has 
grown increasingly larger. Employment has not 
guaranteed economic security to workers. Social 
insurance does not cover all workers, or provide 
adequate benefits to those with inadequate earn- 
ings. Thus, the primary burden of providing basic 
economic security for many Americans has fallen 
on Public Assistance programs. These responsi- 
bilities go far beyond those originally intended for 
the programs. 

Public Assistance provides Federal matching 
funds for State Public Assistance programs that 
operate within loose Federal guidelines. The pro- 
grams exist at State option, and the decision to 
implement or ignore each of the various cash 
assistance and service programs is left to the 
States. The Federal Government can provide 
financial encouragement for participation, but it 
cannot compel States to offer these programs. 

This local option arrangement has consistently 
thwarted efforts at National welfare reform. The 
Federal administering agencies simply have not 
been able to develop uniform practices and pro- 
cedures in the 50 States. New administrative 
guidelines may be issued at the Federal level with 
comparatively little information on how they will 
be interpreted and instituted at lower levels of 
government. The multiplicity of governments 
involved has made effective policy coordination 
nearly impossible. The major power of the 
Department of Health, Education, and Welfare 
for affecting State programs is the power to with- 
hold funds. But the burden of such action falls 
primarily on the poor rather than on the State, 



so such a step never has been taken. Hence, it is 
not surprising, given resource limitations at the 
State level, that several of the more significant 
welfare reforms in recent years have been the 
result of court decisions rather than National leg- 
islation or Federal administrative action. 

Clearly, it is somewhat misleading to talk of 
Public Assistance as a single set of program com- 
ponents, since there are at least 50 State programs 
with considerable intra-State variations. This 
multiplicity of programs has several effects : pro- 
gram benefits are generally low; program cover- 
age is restricted; administration is subject to local 
discretion; and programs differ markedly from 
State to State in benefit levels, program coverage, 
and administrative practices. 
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There are wide differences both in the treat- 
ment of needy individuals who fall into the same 
categories — because of variations in State benefit 
levels — and in the treatment of needy persons in 
different categories. Within the Aid to Families 
with Dependent Children Program, in January 
1969 for example, average grants per recipient 
ranged from $ 1 0 per month in Mississippi to $65 
in Massachusetts. For Old Age Assistance the 
range was from $36 per person monthly in Missis- 
sippi to $ 1 1 5 in New Hampshire. 

Average grants reflect the variety of factors 
taken into account by States in determining pay- 
ment levels and eligibility. Among these factors 
are amounts of income from other sources and 
family composition. The data below, however, 
show maximum payments for cases with no other 
income under the various programs. 

Maximum Monthly 
Type of case Payment 

Low State High State 

AFDC (4 persons) $55 $332 

AFDC (6 persons) 88 423 

OAA (1 person) 50 182 

These are the amounts that would be paid if 
the assistance unit had no other income. Six States 
set maximum AFDC payments for families of four 
persons at a level almost identical with those for 
single aged women under OAA. One State actu- 
ally pays the family less. Differences in benefit 
levels by State far exceed cost-of-living variations. 
These programs thus act to accentuate rather than 
to reduce the sharp differences in living standards 
across this Nation. 

The administration of Public Assistance stands 
in marked contrast to other public programs such 
as Social Security and the Federal personal in- 
come tax. In both of those, administrators have 
little discretion in dealing with individuals and 
follow objective rules and procedures. The deter- 
mination of eligibility, need, and grant levels in 
Public Assistance on an individual case-by-case 
basis gives a great deal of discretion to officials 
at the lowest level. They have the power to inter- 
pret regulations broadly or narrowly, to give or 



withhold assistance. Moral fitness requirements 
not characteristic of more impersonally run pro- 
grams often are imposed, and administration of 
the program may be harsh and stigmatizing. 
While such individual discretion is not misused 
always or perhaps even generally, the potential 
for abuse and the way in which this potential af- 
fects Assistance clients compels us to emphasize 
here the types of problems we have encountered 
in the system. 

Some recipients of Public Assistance have not 
had sufficient access to information regarding the 
rules which govern them or the benefits to which 
they are entitled. In many areas, this information 
has been systematically kept from them as well 
as from the general public. Thus more stringent 
interpretations of regulations may be made in 
times of budgetary pressure. Various forms of 
coercion may be used to impose conditions on the 
recipient of aid. Recipients may be harassed by 
investigators and their private lives may be ex- 
posed to governmental scrutiny seldom found in 
an open society. 
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Programs Provide Benefits-in-kind 

There are also governmental programs which 
supplement low incomes through direct provision 
of goods and services or subsidies to consumers. 
The major in-kind programs provide subsidized 
housing, health care, and food. 

Federal housing programs reach low and 
middle-income families through a number of 
means, including public housing, mortgage in- 
surance, rent supplements, and urban renewal. 
The limited funds allotted to these programs have 
restricted their scale. There are approximately 
700,000 units of Public Housing, for example, 
while the number of families potentially eligible 
as tenants exceeds seven million. These housing 
programs require a basic financial capability if 
families are to repay loans— despite very low in- 
terest rates — or to pay rent — even subsidized, 
modest, below-market rents. Hence, many of the 
poorest families are excluded. 

Two major programs assist families and in- 
dividuals in paying for health care. The Medicare 
program, enacted in 1965, provides medical care 
benefits to those over age 65. Part A, under which 
virtually the entire aged population is enrolled, 
primarily covers hospitalization. Part B, under 
which approximately 90 percent of the aged are 
enrolled, costs enrollees $4 per month for coverage 
of physicians' fees. Because of deductibles, co- 
insurance formulas, limitations of benefits, and 
non-coverage of out-of-hospital drugs, Medicare 
pays only 40 percent of the health care costs of 
aged persons. 

The Medicaid program assists States in furnish- 
ing medical care under State Public Assistance 
programs. Many of the poor are screened out of 
the program due to stringent income tests and a 
variety of State-imposed non-income eligibility 
requirements. Medicaid covers a minority of low- 
income persons, and generally does not provide 
fully for even this group. 

Two major programs have been developed to 
subsidize food for low-income families: the Com- 
modity Distribution program, which provides for 
direct distribution of certain Commodities, and 
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the Food Stamp program, which sells stamps at a 
discount to low-income families, with which they 
can purchase food at commercial grocery stores. 
Both programs give low-income households an 
opportunity to supplement their diet, but neither 
program is designed to assure a participating 
household of an adequate diet. Moreover, non- 
food needs go unmet. These needs often deter per- 
sons from buying stamps since oudays for stamps 
tie up scarce dollars and may leave families un- 
able to meet other needs, such as rent. Commodity 
programs have been unpopular with recipients 
because" the range of foodstuffs generally is limited 
and many of the commodities are not very palat- 
able. Both the Commodity and Food Stamp 
programs are administered by local welfare de- 
partments and are governed by State Public As- 
sistance eligibility requirements which exclude 
many of the poor. These exclusions, plus the 
reluctance or inability of many persons to buy the 
Food Stamps, have limited program beneficiaries 
to only one-fourth of the poor. 

In-kind programs are a response to both the 
limitations of the market — which cannot always 
make available an adequate supply of housing 
and health services at low cost — and the inade- 
quate incomes of the poor. Government efforts 
thus far have not compensated successfully 
for either of these factors. Programs have been 
funded at low levels, and responsibility for their 
implementation and operation often rests with the 
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States. Hence, not all of the poor have been 
reached. Many of those who have participated 
have had their range of choice severely limited 
by earmarked benefits. In-kind programs aimed 
to supplement low incomes generally do so less 
well than direct cash payments. Programs which 
provide a money income supplement allow for 
greater consumer choice, and permit greater flex- 
ibility of family resources than governmental 
programs which attempt to set family priorities 
and allocate family resources. Moreover, we feel 
that the market system is more efficient at distrib- 
uting goods and services than direct govern- 
mental distribution. 

The Need for a New Program 

Although performing the basic functions for 
which it was created, each of the component 
programs of the existing income security system 
has internal flaws. More significantly, the overall 
strategy which guided development of these pro- 
grams is defective in conception. The strategy 
which this Nation has followed — relying on full 
employment to provide adequate income to work- 
ers and their families, social insurance to main- 
tain the incomes of workers forced out of their 
jobs, and residual aid to those who are unemploy- 
able — has failed to eliminate poverty. And we do 
not feel that it can. 

In response to the clear failures of the existing 
system, many proposals have been made for re- 
forms within the framework of the existing sys- 
tem. The Commission has reviewed the major 
proposals for reform: guaranteed employment 
programs, broadened coverage and higher bene- 
fits under Public Assistance and social insurance 
programs, and the addition of children's allow- 
ances to the system. We have found these alterna- 
tives incapable of meeting the basic objectives of 
universal coverage, and fair and adequate treat- 
ment. This review, summarized here, is discussed 
more fully in Appendices A and B. 

Employment and Training Programs 

It Is often asserted that the labor market could 
provide adequately for those who are employable, 



if people could only be placed in the proper jobs. 
Then simple improvements in Public Assistance 
and social insurance programs easily could elim- 
inate residual poverty. Job-oriented proposals in- 
clude expanding training and employment pro- 
grams, making the Government the "employer 
of last resort," providing employment subsidies 
to private industry. 

The fundamental limitations in relying on the 
labor market to provide income for "employ- 
ables" are the cyclical and structural problems 
noted earlier which keep many people out of 
work, at least temporarily. We have not been able 
to regulate the economy well enough to raise the 
level of aggregate demand and to increase em- 
ployment to a high level without bringing unac- 
ceptably high inflation. 

Employers readily acknowledge that the con- 
cept of "employable" varies with the number of 
applicants for vacancies. In periods of high unem- 
ployment, hiring standards rise and employers 
are quite selective, while standards fall in peri- 
ods of low unemployment. But many people re- 
main unemployable even at low unemployment 
rates because of their low education levels, lack 
of skills, or poor health. Some may have prison 
records or debts that make them difficult to place 
in jobs. 

Programs that integrate the hard-core unem- 
ployed into the labor force can and do work, but 
they are expensive and slow. Currently, such pro- 
grams are reaching only a few hundred thousand 
of the poor annually. It has been estimated that 
reaching all of the employable poor who could 
benefit from manpower services and training 
would require making these services available to 
1 1 million persons. Even if funding levels of these 
programs were increased substantially, training 
and manpower programs must be viewed as long- 
term solutions. Moreover, the effectiveness of such 
programs is contingent on the ready availability 
of jobs for those receiving training. 

To guarantee employment directly for all 
potential candidates at the minimum wage would 
require creating some nine million jobs. Such a 
course of action would cost $16 billion, and still 
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might leave millions poor, since employment at 
the minimum wage would not remove larger 
families from below the poverty line. Government 
employment programs on a more modest scale — 
without a general guarantee of a job — would 
omit many more. 

The facts regarding employment and employ- 
ment programs fly in the face of the frequent 
assertion that anyone willing and able to work 
can earn a decent living. Improvements in edu- 
cation and human resource development pro- 
grams contribute to long-run solutions, and they 
help redress previous deprivations, but they do 
not help those in poverty now. And programs 
predicated on employment, such as the social 
insurance programs, cannot ease greatly the finan- 
cial plight of persons who have not experienced 
steady employment at high wages. 

These observations have led us to conclude 
that employment approaches alone cannot pro- 
vide a satisfactory sole basis for a general eco- 
nomic security system, and are not fundamental 
alternatives to income supplement programs. 
Employment-oriented programs and income 
maintenance programs must be viewed as 
complementary. 

Social Insurance Reform 

Instead of creating a new comprehensive pro- 
gram for maintaining the income of the poor, 
many proposals have been made for broadening 
the social insurance system to include more of 
the poor. Among the changes suggested are: 
"blanketing-in" under Social Security the aged 
who are not eligible on the basis of their own 
contributions, increasing minimum benefit levels 
to provide adequate incomes for low-wage groups, 
extending unemployment benefits in periods of 
high unemployment, and creating new kinds of 
"insurance" to increase the coverage of present 
programs. 

Some of these proposals are motivated by a 
desire to provide more adequate income to the 
needy persons who are similar to the insured but 
who never have earned coverage. Unfortunately, 
many of these proposals would weaken further 
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the link between contributions and benefits, a 
link which has earned broad public support for 
the social insurance programs. 

In any case, broadened social insurance would 
perform an antipoverty function far less efficiently 
than programs which pay benefits on the basis 
of need. Social insurance benefits generally are 
related to past earnings in covered employment 
rather than current need. Any increase in benefits 
made with the objective of helping needy bene- 
ficiaries would result in a high proportion of that 
increase going to the nonpoor. Attempts to help 
the poor by broadening eligibility mean that all 
members of some population category — such as 
the aged — are brought in regardless of need. 

There is a role for improvements in and expan- 
sion of social insurance coverage, as we will note 
in Chapter 6. But we must also consider the need 
that would remain. 




Welfare Reform 

The lack of programs to aid the employed and 
employable poor is one of the primary deficien- 
cies of the existing welfare system. Although wel- 
fare benefits are clearly inadequate in most States, 
broken families may receive more from AFDC 
than families headed by fully employed men re- 
ceive from earnings. Reforming the welfare sys- 
tem by establishing minimum National standards 
for the existing categories would provide even 
higher incomes to families headed by nonworking 
women than can be earned by many families 
headed by a working man or woman. This in- 
equity would be greatest in the States with the 
lowest AFDC payments, where payments would 
have to rise with Federal minimum payments, 
and where wage scales are low. 

It has been proposed, for example, that a floor 
under AFDC be established at $200 per month 
net income for a woman with four children. In 
poor States, the net earnings of many laborers are 
less than this amount, and their employment may 
be unstable and uncertain. For the families of 
such workers, AFDC would provide a better basis 
for economic security than relying on the earn- 
ings of the father. Nationally, there are millions 




of families headed by both men and women with 
earnings below welfare standards, and who are 
ineligible for assistance. This inequity exists under 
present programs and would be worsened by rais- 
ing AFDC benefits without supplementing earn- 
ings of nonreceipients. 

In recognition of this, a new Federally-assisted 
category of General Assistance sometimes has 
been proposed. Such assistance, if extended to 
persons outside the existing categories, including 
employed male heads of families and single indi- 
viduals, could allow more uniform and equitable 
coverage of all the poor. 

Although these and other reforms might help 
many people, they would have a limited effective- 
ness because of the Federal-State nature of wel- 
fare programs. The Federal Government could 
not easily require all States to adopt a new pro- 
gram, equalize payments among program cate- 
gories, employ consistent and simplified adminis- 
trative techniques, or provide adequate benefits. 
And the States that do not adopt the program 
create additional problems for those that do. If 
one goal of an income maintenance policy is com- 
plete and equitable coverage of the poor regard- 
less of location, then the administration, choice of 
benefit levels, and especially the decision as to 
whether to institute the programs, cannot be left 
to the States. 

Currently, the administration of welfare pro- 
grams imposes a major burden on State and local 
governments. A reformed welfare system would 
have a much larger caseload, since coverage 
would be expanded. Yet the present welfare sys- 
tem is already an administrative morass. Com- 
petent caseworkers are in short supply, and the 
volume of paper work is enormous. No system of 
expanded coverage could be launched without 
providing for simplified administrative methods, 
greater efficiency, and more impersonal, rational- 
ized procedures. 

Conclusion 

Employment and training programs, social in- 
surance, and State welfare programs continue to 
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have significant roles to play in income mainte- 
nance. But they are of limited use in providing an 
income floor for all of the poor in an equitable 
and efficient manner. There is a greater need for 
cash grants in income maintenance than we have 
acknowledged in the past. Such cash grants are 
most appropriately financed and administered by 
the Federal Government to assure universality 
and uniformity of coverage. 

In short, we have concluded that: 

0 Requiring low-income households to sup- 
port themselves from earnings creates gross 
inequities because every able-bodied adult has 
not been assured of opportunities to develop 
skills fully, and to find employment. 
• Social insurance programs that are earnings- 
related cannot be expected to make payments 
on the basis of need to those whose earnings 



have been very low if those who finance these 
programs are to be truly insured against threats 
to their income. 

• The sole eligibility test for those requiring 
income not available from employment or 
social insurance should be a test of income 
need. Membership in a particular demographic 
category should not be a condition for aid. 

• Payments must be structured in such a way 
as to provide financial incentives to work, and 
to limit incentives for family break-up. Pro- 
viding proper incentives eliminates the need to 
allow subjective evaluation of applicants, and 
for allowing administrative discretion in grant- 
ing aid. 

• Those in need should receive a basic cash 
income floor administered and financed by the 
Federal Government. 
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The Recommended Program 

This Commission's main recommendation is 
for the development of a universal income supple- 
ment program to be administered by the Federal 
Government, making payments to all members of 
the population with income needs. 

It is clear to this Commission that such a pro- 
gram is needed in the United States to assist 
persons excluded from existing programs and to 
supplant other programs. It is time to design 
public policy to deal with the two basic facts of 
American poverty: the poor lack money, and 
most of them cannot increase their incomes them- 
selves. These conditions can be remedied only 
when the Government provides some minimum 
income to all in need. If we wish to eliminate 
poverty we must meet the basic income needs of 
the poor. 

The only type of program which we believe 
can deal with the problem is a direct Federal cash 



transfer program offering payments to all, in pro- 
portion to their need. Such a program can be 
structured to provide increased cash incomes to 
all of the poor, and to maintain financial incen- 
tives to work. The basic payments should vary 
by family size, and the payment should be re- 
duced by only 50 cents on the dollar as other 
income increases. Thus, positive incentives exist 
for work, and the further development of private 
savings and insurance, and social insurance 
systems is not discouraged. By making payments 
to all in need — regardless of demographic char- 
acteristics — incentives to modify family structure 
in order to become eligible for programs are 
reduced. 

We recommend that such a program be en- 
acted promptly at a level that provides an income 
of $2,400 per year for a family of four with no 
other income. Benefits should be scaled to pay 
$750 per adult and $450 per child to families 
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with no other income. This program would 
supplement all incomes below $4,800 for a family 
of four. Table 5-1 shows the amount of pay- 
ments that would be made to a family of four 
by income level, and the impact on total family 
income. 



TABLE 5-1. Impact of Recommended Program on 
Total Income of a Family of Four 



Other income 


Income supplement 


Total Income 


$0 


$2400 


$2400 


500 


2150 


2650 


1000 


1900 


2900 


1500 


1650 


3150 


2000 


1400 


3400 


3000 


900 


3900 


4000 


400 


4400 


5000 


0 


5000 



Adequacy 

The choice of level for such a plan is difficult. 
The lower the basic guarantee level, the less ade- 
quate the program. But as program levels are in- 
creased, costs rise rapidly, as do possible side effects 
induced by the program. We have sought to 
chart a course between extremes. 

Since an income of $2,400 for a family of four 
is below the poverty line, the basic benefit level 
proposed would not meet the full needs of families 
with no other source of income. This level has not 
been chosen because we believe it to be adequate, 
but because it is a level which can be implemented 
promptly. The Commission recommends that 
once the program is launched, the level of bene- 
fits be raised as conditions and experience allow. 

The Commission feels strongly that such a 
program should be enacted in the near future 
so as to provide the relief badly needed by Amer- 
icans living in poverty and receiving little or no 
help. Even if initial benefit levels are inadequate 
for persons with no other income, initiation of 
this program would ameliorate the worst aspects 
of the poverty problem. And, this is the only type 
of program which can provide adequate benefits 
at reasonable costs. 

Initially this program would replace Public As- 
sistence completely in States with low payment 
levels, and partially in States with high payment 




levels. As benefit levels rise, categorical Public 
Assistance programs would be replaced fully, 
so that States and localities eventually would need 
to provide only short-term emergency aid. Thus, 
the dominant role in providing continuous cash 
income support would be shifted from the States 
to the Federal Government. 

Clearly Defined Rights 

Federal administration of a universal income 
supplement program according to objective eligi- 
bility criteria would, to a large extent, replace the 
discretion now exercised by local administrators 
and eliminate one of the most pernicious aspects 
of current welfare programs. Benefit amounts and 
eligibility would be spelled out clearly by Federal 
law and regulations. Swift appeals procedures 
should be developed by the administering agency. 

Equity 

The recommended program can be adopted 
with no statutory' changes in other programs. 
Benefits of other income-tested programs will de- 
cline automatically under current law or prac- 
tice as the new income transfers are made. This 
will help eliminate or reduce the wide variations 
in benefits and administration. 
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This program, would immediately improve the 
incomes of many of the poor, including the work- 
ing poor. It would narrow the inequitable differ- 
ences that now exist between those eligible for 
categorical programs and those not eligible, and, 
as the program level is raised, these inequities 
would be completely eliminated. We are convin- 
ced that a noncategorical approach is required in 
a basic program if adequacy of benefit levels is 
ever to be achieved while maintaining equity. 
Attempts to raise the level of existing categorical 
programs inevitably have exacerbated current 
inequities. 

In the long run the proposed program could 
lead to a marked reduction in existing variation 
in living standards of the poor throughout the 
Nation. Residents of those parts of the country 
with low wage and assistance levels would re- 
ceive the greatest immediate benefit from the ba- 
sic plan; these areas would adapt over time to ris- 
ing benefit levels. Attempts to reflect different 
costs of living in different areas would involve 
many difficulties and so a uniform National sup- 
plement is recommended. 

In addition to providing equal treatment for 
persons in equal need, the program would main- 
tain relative income positions. Under the plan, 
the worker would always receive more income 
than the nonworker for a fixed household size, 
and workers who earn more always would receive 
higher total incomes than workers who earn less. 
Thus, the plan would not capriciously reverse 
positions in the income distribution. It would 
not equalize incomes at the lower end of the dis- 
tribution; it would narrow differences. 

Incentive Effects 

Clearly, any program which provides income 
without work may affect work effort. Empirical 
evidence for predicting effects of such a program 
on labor force participation is sketchy. But, given 
the level of the basic income support program, 
we are convinced that the disincentive effect is 
not likely to be powerful. Some secondary and 
part-time workers as well as primary workers may 
withdraw from the labor force or reduce their 



hours worked, and some persons may not enter 
the labor force because they are provided with 
a secure income base. W e would expect reduced 
work effort to be concentrated among secondary 
family workers, female family heads, and the 
elderly, rather than among nonaged male family 
heads. Thus, some reduced work effort may be 
socially as well as individually desirable for many 
of those affected. The fact that support levels 
for those without earnings under the proposed 
program are low, and that work will always pro- 
duce increased income, would maintain strong 
financial inducements to work. 

The alternative to relying on financial incen- 
tives to work is to impose work requirements on 
applicants for aid and to deny aid to those who 
are deemed employable by some official. We 
believe that such tests cannot be used effectively 
in determining eligibility for aid, and are unde- 
sirable in any case. Employment tests imposed by 
current programs often are based on largely 
irrelevant criteria such as age, sex, and the like. 
While these factors are useful for purposes of 
manpower planning in the aggregate, they do not 
fit individual cases well. The only meaningful 
determination of employability for an individual 
is the outcome of a freely operating labor market ; 
no timeless definitions of employability can be 
drawn. Inevitably, any simple test designed to 
withhold aid from the voluntarily unemployed 
will deal harshly with some of those who cannot 
find work. Any degree of complexity involved in 
tne test would introduce elements of subjective 
evaluation to be exercised at the lowest adminis- 
trative level. We do not think it desirable to put 
the power of determining whether an individual 
should work in the hands of a Government 
agency when it can be left to individual choice 
and market incentives. Since we do not now have 
employment for all who want to work, employ- 
ability tests lose much of their meaning in the 
aggregate. But they allow abuses in individual 
cases. 

In any case, we do not believe that employ- 
ment tests are needed. Our observations have 
convinced us that the poor are not unlike the 
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nonpoor. Most of the poor want to work. They 
want to improve their potential and to be trained 
for better jobs. Like most Americans, the poor 
would like to do something with their lives beyond 
merely subsisting. By providing them with a basic 
system of income support, we provide them with 
an opportunity to do these things. 

Exaggerated fears of massive work disincentive 
effects often have influenced discussions of income 
maintenance. Though these effects could be 
important, our fears should not lead us to forget 
the crippling effects of poverty. Men and women 
who arc poor cannot afford to take risks. They 
are seriously impeded in making plans. They usu- 
ally are precluded from accepting opportunities 
that require the investment of time or money. 
Most of their time and energies are absorbed in 
survival on a day-to-day basis. Once the poor are 
assured a minimum stable income, they will be 
in a much better position to use other antipoverty 
programs. Education, job training, and employ- 
ment counseling can be expected to operate more 
successfully on persons who have a base of eco- 
nomic stability on which to build. It is unrealistic 
to expect these programs to be utilized effectively 
by persons whose basic incomes are inadequate, 
uncertain, and unstable. And to require people to 
enter such programs as a prerequisite for income 
support is unnecessary. We have noted that exist- 
ing training programs generally are oversub- 
scribed with volunteers. Unless jobs were abun- 
dant and the training programs had adequate 
capacity, any requirement that unemployed recip- 
ients of income support accept training would be 
meaningless. The Commission believes that mar- 
ket incentives and not compulsion should be the 
basis for accepting both employment and training. 

Because the recommended program would 
make payments to all in proportion to their need, 
financial incentives to alter family composition 
would be reduced sharply. With payments avail- 
able to male-headed families with low income, 
the strong incentive for family splits inherent in 
AFDC would be mitigated. Similarly, payments 
would be available to families and individuals 
without children, thereby removing inequities 
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between childless couples in need and families 
with children in need who may currently be eligi- 
ble for AFDC. 

Program Tansfers 

The recommended plan would increase net 
Federal budget costs by an estimated $7 billion 
in 1971 . If States which currently make assistance 
paymenis above the recommended initial level of 
the Federal program made supplementary pay- 
ments to current recipients up to their current 
standards, State and local spending would be 
reduced by one billion dollars. An estimated 28 
States would not have to make supplementary 
payments to recipients of AFDC since their pay- 
ment levels are below or about equal to the level 
of the new Federal program. 

Thus, the estimated net added cost of the rec- 
ommended program to all levels of Government 
would be $6 billion in 1971. This amount is the 
increase in the disposable income of the 10 million 
households receiving payments under the plan. 
Five billion dollars of increased income would be 
received by the estimated eight million house- 
holds poor prior to receiving payments, and the 
remainder by households somewhat above the 
poverty line. Over one million households would 
be removed from poverty, while all of the poor 



i 




60 



would have significantly higher incomes. Half of 
the poverty income deficit would be eliminated 
by this program alone. 

Over half of the increased income from the 
program would be received by households not 
currently receiving public income-conditioned 
transfers. Approximately one-third of the net pay- 
ments would go to households where the head 
works full-time all year. 

Thus, enactment of this program would rep- 
resent a significant step towards eliminating pov- 
erty in America. And as benefits are increased in 
the future, further inroads would be made. Suc- 
cessful pursuit of other programs — as outlined in 
Chapter 6 — would result in faster achievement of 
this goal. 

Costs of Alternative Plans 

Plans that supplement incomes can be set at 
various levels and have different structures. A de- 
tailed review of specific design considerations is 
contained in Appendix C. This section presents 
data on the sensitivity of costs and program cov- 
erage to changes in levels. 

Program Costs 

Table 5-2 shows how the basic program struc- 
ture varies with the two basic "parameters : the 
income guaranteed to a family with no other in- 
come, and the rate at which payments are reduced 
as other income rises. The breakeven income is 
the level at which supplementation ceases. 

TABLE 5-2. Breakeven Income Level by Reduction 
Rate and Guarantee Level, Family of Four 

Breakeven income by reduction rate 



$2,000 $6,667 $4,000 $2,857 

2,400 . . . 8,000 4,800 3,428 

2,800 9,333 5,600 4,000 

3,200 10,667 6,400 4,573 

3,600 12,000 7,200 5,143 

4,000 13,333 8,000 5,714 



For a fixed basic grant level, the higher the re- 
duction rate the lower the breakeven level and 
vice versa. The number of eligible persons and the 



program cost vary directly with the reduction 
rate. For a fixed guarantee, costs would appear 
lower for a high reduction rate. However, the 
higher the rate, the greater the potential ad- 
verse effects on work incentives. The Commis- 
sion has chosen a 50 percent reduction rate for 
this reason. 

Table 5-3 shows how costs of programs would 
vary for a fixed reduction rate (50 percent), as 
the guarantee level varies. The costs are projected 
to 1971. As other income rises due to economic 
growth, the cost of such programs would decline, 
so that the cost magnitude of higher level pro- 
grams for years later than 1971 would be lower 
than those indicated. 

TABLE 5-3. Estimated Net Transfer Cost and Popula- 
tion Receiving Payments of Universal Supplement Pro- 
grams by Guarantee Level, 50 Percent Reduction Rate, 
1971 



Guarantee 


Breakeven 


Net cost" 
(billions) 


Population coverage 
, (millions) 

Households Persons 


$2000 


$4000 


$3.5 


7.8 


26.9 


2400 


4800 


5.9 


10.5 


36.8 


2800 


5600 


9.3 


13.5 


48.1 


3200 


6400 


14.0 


16.7 


60.2 


3600 


7200 


20.0 


20.5 


74.6 


4000 


8000 


27.5 


24.2 


88.3 



« Cost estimates are net of offsetting savings in existing 
programs to all levels of government. 
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TABLE 5-4. Estimated Effect of New Income Supplement Plan on Poverty Income Deficit », 1971 

(in billions) 



a . . . „ . Guarantee level 

Poverty income deficit — — — — 

$2000 $2400 $2800 $3200 $3600 $4000 

Before program $9.2 $9.2 $9.2 $9.2 $9.2 $9.2 

After new program 6.1 4.8 3.7 2.8 2.1 1.6 

Reduction 3.1 4.4 5.5 6.4 7.1 7.6 

Percent reduction 34% 48% 60% 69% 77% 83% 

* Poverty income deficit is the aggregate dollar gap between the actual income of the poor and the poverty line. Estimates 
are based on a projected growth in the poverty level of 2.7 percent per year due to price increases. 



TABLE 5-5. Estimated Reduction in Poverty Income Deficit per Dollar of Net Program Expenditure, 1971 

(in billions) 



Program measure 



Guarantee 



$2000 


$2400 


$2800 


$3200 


$3600 


$4000 


$3.1 


$4.4 


$5.5 


$6.4 


$7 1 


$7.6 


3.5 


5.9 


9.3 


14.0 


20.0 


27.5 


.89 


-75 


.59 


.46 


.36 


.28 



Reduction in gap. 
Total net cost 

Reduction/cost. 



Effects on Poverty 

Clearly, any program which provides for an in- 
come guarantee below the poverty level will not 
eliminate poverty. But programs tailored closely 
to family size and income have the effect of chan- 
neling the bulk of payments to the poorest, and 
most of the money will go to the poor. The higher 
the level of the programs, the greater the reduc- 
tion in the poverty income deficit of the poor. 
Table 5-4 shows the effects of introducing the 
new program, again for 1971. Even the lowest 
level shown — which lifts very few people from 
poverty — has a rather large effect on the income 
gap of the poor. 

Table 5-5 shows, as a rough measure of pro- 
gram efficiency, the proportion that the reduction 
in poverty deficit is of total program net costs. 
While less than 100 percent, the efficiency ratios 
are quite high compared with extension of any 
existing program. 1 



As would be expected, the proportion of bene- 
fits filling the poverty gap declines as the program 
level rises. Inherent in this type of program is a 
tapering off of benefits as income rises to preserve 
financial work incentives rather than an abrupt 
cutoff at the poverty line. As the guarantee level 
is set higher, the breakeven income level rises 
above the poverty line and supplementary bene- 
fits go increasingly to the nonpoor (but still to 
low-income persons ) . In the case of the program 
guaranteeing $2,400 to a family of fou: 
ments are paid to such families up to $4. 
which exceeds the projected poverty line of ap- 
proximately $3,900 for a family of four in 1971. 

Administrative Costs 

Administrative costs for the recommended pro- 
gram arc estimated to be less than 3 percent of 
Federal payments to recipients — or approxi- 
mately $200 million. 2 Under current Public As- 
sistance programs administrative costs are ap- 



1 For a discussion of such measures applied to current 
programs, see U.S. Department of Health, Education, and 
Welfare, Office of Assistance Secretary (Program Co- 
ordination), Income and Benefit Programs, October 1966. 



2 U.S. Treasury Department, Internal Revenue Service, 
"Administrative Cost Estimates for an Income Supplement 
Plan," unpublished paper prepared for Commission, 
August 8, 1969. 
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proximately 15 percent. The difference reflects 
the simpler eligibility terms for the recommended 
program than currently apply to Public Assistance. 
Administrative costs are directly proportional to 
the complexity of eligibility determination. 

Review of Program Operation 

The basic income support program recom- 
mended by the Commission, if enacted, would 
represent only a first step toward assuring an ade- 
quate income for all persons. In years to come 
many modifications will have to be made in the 
design of the program if it is to be an effective 
basis for a system of income maintenance. 

In order to provide for continuing systematic 
evaluation of the program as conditions and op- 
portunities change, the Commission recommends 
that the legislation establishing the program create 
a permanent review commission. 

The review commission should reevaluate pro- 
gram adequacy periodically and make recom- 
mendations on changes in both program levels 
and benefit reduction rates. Since poverty is a 
relative measure which depends on the values and 
resources of a society, our notion of an adequate 



income guarantee, undoubtedly will change and 
the review commission continually should seek to 
define benefit levels relevant to the prevailing 
standard of living. 

The other major function of the review com- 
mission would be to determine methods of in- 
creasing the program's operational effectiveness. 
Even with research and careful planning it is im- 
possible to design a new program that will operate 
perfectly in every respect. Providing every family 
with the right to a minimum income is a signifi- 
cant innovation which should be undertaken. It 
may, however, present unforeseen administrative, 
legal, economic, or behavioral problems. Only ex- 
perience with the program itself can indicate the 
changes that will have to be made if benefits are 
to be increased to adequate levels. 

The review commission should report annually 
to the President and the Congress on the opera- 
tion of the program, and any needed changes. It 
should be independent of the agency administer- 
ing the program and of other Government agen- 
cies. Such independence would insure that day- 
to-day operating considerations of the admin- 
istering agency would not infringe on the objective 
evaluation required. 
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Enactment of a universal income supplement 
program automatically would replace part of 
existing cash assistance programs, and eliminate 
or reduce many of the inequities, inadequacies, 
and inefficiencies in Public Assistance and other 
programs. With basic income support of the poor 
provided through an independent program, em- 
ployment and social insurance programs could be 
focused on their primary objectives, instead of 
being modified to help the needy. Public Assist- 
ance could take on the role in which personalized 
administration would be appropriate: providing 
emergency aid and meeting special needs created 
by individual problems. Finally, the pressure to 
create special programs for special groups in 
need — such as farmers, veterans, migrants, or the 
aged — would be reduced. While programs for 
special groups might be called for, they would 



have to be justified on the basis of needs above 
and beyond general needs. A special program 
could not be justified because a group needed in- 
come — the universal supplement would provide 
that — but only if that group clearly needed more 
income than other needy people. 

The role of other social and economic pro- 
grams is outlined in this Chapter. 

Employment 

Programs enabling people to advance econom- 
ically through training and employment will con- 
tinue to be essential in a society that has chosen to 
guarantee all of its members a minimal standard 
of living. The implementation of our recom- 
mended plan would strengthen rather than re- 
duce the need for employment and manpower 
programs. Indeed, because our program would 
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provide the poor with incentives to work and to 
increase earnings, the failure to offer job oppor- 
tunities and employment services would be a seri- 
ous omission. By helping low-wage workers, the 
unemployed, and those not in the labor force, 
strengthened manpower programs could de- 
crease the cost of the income support program, 
and could play a major role in eliminating pov- 
erty. Moreover, such programs are needed not 
only for the poor, but also for the nonpoor who 
must adapt to continuously changing technology 
and labor market requirements. Thus, continued 
development and growth of programs that assist 
individuals to increase earnings is an essential 
feature of a broad economic security system. 

Labor Demand 

The success of manpower programs requires 
continuous strong market demand for the serv- 
ices of program graduates, and for the low- 
skilled in general. Such labor market conditions 
are most likely to exist in a full-employment econ- 
omy. Consequently, the Commission recommends 
continued pursuit of fiscal and monetary polices 
which ensure the steady growth of employment 
opportunities within the contraints imposed by 
the goal of reasonable price stability. The Com- 
mission also recommends that both general eco- 
nomic policy measures and specific manpower 
programs increasingly be directed at reducing 
inequality of employment opportunity. Such 
recommendations are not novel or original, but 
they are worth repeating since they are vital to 
the creation of a successful program of income 
generation and maintenance. 

Coordination and Rationalization of 
Manpower Programs 

Greater coordination and integration at all 
levels of government are necessary for the succeess 
of manpower programs. The multiplicity of Fed- 
eral funding sources, for example, encourages in- 
efficiency and competition among agencies at the 
Federal level and among programs at the local 
level. 



Manpower and training programs are rela- 
tively new, and their effectiveness has been varied. 
Future development of these programs should be 
more systematic and coordinated. This will re- 
quire careful planning and evaluation. It seems 
desirable to vest responsibility for funding, plan- 
ning, coordinating, and evaluating all such pro- 
grams in one Federal agency. 

Similar coordination is equally desirable at 
the local level where potential users of services 
come into contact with a multiplicity of agencies 
offering a wide range of services. Local opera- 
tions should seek to establish a single point of con- 
tact between the user and the source of all 
manpower services. Thus, at one location, an indi- 
vidual's training needs could be determined and 
he could be directed to the relevant services, such 
as testing, skill training, placement, relocation as- 
sistance, and the like. The potential benefits of 
operating local manpower service distribution 
programs in conjunction with local facilities 
providing other social services also should be 
investigated. 

Training and Work Experience Programs 

At present, training and work experience pro- 
grams are major components of the United 
States manpower system. Programs based on the 
work experience concept provide the participant 
with useful paid employment and some training, 
but are designed primarily to instill good work 
habits and motivation. Although experience with 
these programs is limited, the available evidence 
seems to indicate that training-oriented programs 
produce greater benefits relative to cost than do 
those programs based on the work experience 
concept. While education, training, and work ex- 
perience basically complement one another, the 
apparent inferiority of the last leads the Commis- 
sion to favor reallocation of limited funds toward 
on-the-job training ' and institutional training 
programs. 

Participants in institutional training programs 
generally are paid a training allowance — which 
is a form of income support. Recipients of income 
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support under our proposed program should be 
encouraged to accept training to improve their 
earning capacity. Training allowances for those 
enrolled in institutional programs should be dis- 
regarded in calculating both income supplements 
and income tax liabilities. This will provide a 
strong incentive to enter and to complete institu- 
tional training programs. 

Jobs in the Public Sector 

This country has experienced a rapid growth in 
the demand for public services which has caused 
a shortage of trained professionals to dispense 
these services. This in turn is creating a rich source 
of future employment opportunity for subpro- 
fessional workers at all levels of government. 
Many of these positions could be filled by train- 
ing persons who are presently untrained and 
unskilled. To achieve this, however, special em- 
phasis must be placed on the redefinition of jobs 
and the creation of new entry level "trainee" posi- 
tions in government. Such a change in govern- 
mental job structures can be accomplished 
through a program patterned after the New 
Careers and the Jobs in the Business Sector pro- 
grams. A Jobs in the Public Sector program simul- 
taneously might satisfy the projected demand for 
subprofessionals and provide socially productive 
jobs for many persons otherwise lacking opportu- 
nities for self -improvement. 

Too little is known about the proper ways to 
utilize the government as an employer to enable 
us to make specific program recommendations. 
However, large-scale experimental programs and 
pilot projects of more than token dimensions 
should be undertaken to help develop the knowl- 
edge and data needed to evaluate the long-run 
potential of such programs. 

The Training and Employment Service 

The Federal Government can make a substan- 
tial contribution to the total antipoverty effort 
by helping to improve the labor market position 
of disadvantaged groups. By undertaking this task 
the United States Training and Employment 



Service ( formerly the United States Employment 
Service) not only could aid disadvantaged groups 
but could increase the efficiency of the entire labor 
market by providing more and better informa- 
tion to those demanding and supplying labor. 

To insure that the quality of services is en- 
hanced and to improve cooperation among local 
and regional offices of the TES, the Commission 
recommends that the operation of the TES be 
Federalized. The funds are provided fully by the 
Federal Government already, but little control or 
supervision is exercised over these programs and 
the same variations that appear in Public Assist- 
ance programs exist in operations of local em- 
ployment and training offices. Expansion of such 
operations, unless accompanied by reforms, would 
make these variations worse. 

Other specific TES reforms which the Com- 
mission endorses are as follows: 

• Outreach programs that find the hidden 

unemployed should be expanded. 

s Testing and counseling should be developed 

to deal with the population they are supposed 

to serve. Tests designed for middle- class white 

persons have not been appropriate for use with 

Blacks or Puerto Ricans, for example. 

0 Besides counseling, testing, and referral of 

applicants, the TES should provide relocation 

aid — cash aid as well as counseling and 

follow-up services. 

9 Attempts to induce employers to register 
job vacancies with the TES should be 
increased. 
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Equal Employment Opportunity 

Federal action against discrimination can help 
make the labor market a more viable means 
for minority group members to escape poverty. 
Unemployment, underemployment, and low 
wages- — all prime causes of poverty— often are 
rooted in discrimination. 

While urging strenuous action on behalf of 
equality of opportunity in the labor market, the 
Commission specifically recommends more vigor- 
ous enforcement of antidiscrimination clauses in 
Federal contracts. In addition, the Equal Em- 
ployment Opportunity Commission should be 
given the power to issue cease and desist orders 
when evidence of discrimination is uncovered in 
its investigations. 

Conclusion 

Perhaps the most important point to note when 
reviewing manpower programs in the United 
States is that they are relatively new and in many 
cases experimental. The potential value to society 
of an efficiently functioning manpower system is 
unquestioned; it is the proper role of individual 
programs within the system which must be deter- 
mined. This can best be achieved by continuing 
experimental programs along with expanding 
operational programs that have proven success- 
ful. Consequently the Commission recommends 
that on-going experimentation and innovation 
within the system be encouraged. Continued re- 
view and evaluation of these programs with a 
perspective broader than that of any particular 
agency is required. 

Total costs that might be added by expansion 
in these program areas would depend on the 
scope and expansion of services offered. Increased 
services in these areas are clearly justified. So 
long as we require people to earn most of their 
incomes, we must provide them with access to 
employment opportunities. And, as long as pat- 
terns of labor demand shift over time, individu- 
als — regardless of whether poor or not — must be 
provided with opportunities to adapt to those 
changing demands. 



Social Insurance Programs 

The major Federal social insurance programs 
have been stretched to compensate for the 
absence of a general income supplement plan. 
There are several changes which should be made 
in conjunction with the inauguration of universal 
income supplements. 

OASDI Objectives 

The present Old Age, Survivors, and Disability 
Insurance program (OASDI) seeks simultane- 
ously to provide a minimum adequate income for 
beneficiaries, to preserve earlier living standards 
of beneficiaries, and to require contributors to 
pay the costs of anticipated benefits. These objec- 
tives are not fully consistent. 

To provide an adequate retirement income 
through this program, a minimum benefit must 
be established which may have to be quite unre- 
lated to an individual's contributions or prior 
earnings. To preserve an individual's standard 
of living, benefits must be related to the most 
recent earnings of the insured worker which are 
usually his highest earnings. But equity in a con- 
tributory system requires that benefits paid be 
related to contributions made over the entire 
working career, although benefits determined on 
this basis can be adjusted as general earnings 
levels change. The effort to provide a minimum 
adequate income in the OASDI program distorts 
the relationship between benefits and contribu- 
tions or earnings. This is particularly true in the 
case of dependents' allowances for wives, who are 
entitled to an amount equal to 50 percent of their 
husbands' OASDI benefits. For husbands with 
identical average earnings, a couple in which the 
wife never has worked may receive the same bene- 
fits as a couple in which the wife has worked and 
paid OASDI taxes, because the working wife's 
earnings record may entitle her to an earned 
benefit less than she is entitled to automatically 
as the wife of an OASDI contributor. Depend- 
ents' allowances unrelated to contributions are 
justifiable if the objective of the program is td 
provide a minimum adequate living standard. 



Income Security System 



68 



Dependents' allowances paid on this basis are, 
however, a departure from principles of individual 
equity. 

The absence of a good alternative income 
maintenance program to assure all households a 
minimum income has been partly responsible for 
the introduction of redistributive elements into 
this program to meet social goals inconsistent with 
the concept of earnings-related social insurance. 
Once a universal income maintenance program 
has been established to assure all households a 
minimum adequate income, the Commission rec- 
ommends that benefit formulas under the OASDI 
program be reassessed to remove those features 
that reflect attempts to redistribute income to 
those in presumed need. The Commission also 
recommends that the Social Security Advisory 
Council consider changes in the structure of 
OASDI benefits which would be required upon 
adoption of a universal income maintenance 
program. 
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Unemployment Insurance 

Our recommended income supplement plan is 
designed primarily to aid the low-income or inter- 
mittent worker, those chronically unemployed or 
unable to work, and those not in the labor force. 
This plan should not be expected to meet the 
needs of short-term unemployed workers or to 
provide for other emergency cash needs. Unem- 
ployment Insurance should continue to provide 
short-term income protection for many people, 
including those whose income would be too high 
to qualify for income supplements. In any case 
this social insurance program exerts a significant 
stabilizing effect on the economy by supporting 
purchasing power in periods of slackening 
demand. 

As noted earlier, however, Unemployment In- 
surance programs are hampered by major gaps in 
worker coverage and by low benefit level in many 
States. To achieve a comprehensive income main- 
tenance system the Commission recommends 
that Unemployment Insurance be extended and 
expanded to accomplish the following goals : 

8 Provide broader coverage of wage and salary 
workers. Protection of income during short 
periods of involuntary unemployment for per- 
sons at all income levels is important to the 
workers and to the economy. A large part of 
the labor force should not be denied coverage. 

• Provide more equitable treatment of the un- 
employed among all the States. As with Public 
Assistance, State variation is a problem in this 
essentially Federal program. National mini- 
mum standards for the determination of eligi- 
bility and disqualification rules, weekly benefit 
amounts, and duration of benefits, would elimi- 
nate this problem. 

• Provide benefit levels which adequately re- 
place income during short-term unemployment 
for all covered workers. 

Cash Transfer Programs 

Categorical Public Assistance 

Public Assistance, by default, has developed 
into a means of supplementing chronic low in- 
comes of certain groups. As the major program 



Income Security System 



69 



providing cash benefits based on need, its gaps in 
coverage and administrative difficulties have 
come under sharp criticism. But efforts to reform 
the system have been impeded by the fact that 
it is essentially a State-option program. 

The Commission recommends that Federal 
participation in existing Public Assistance pro- 
grams be terminated. In many States, current 
Public Assistance benefit levels exceed the pro- 
posed Federal income supplement program. The 
Commission feels that these States should con- 
tinue to pay supplementary benefits up to current 
standards with their own funds. Because the Fed- 
eral Government directly pays 100 percent of the 
costs of a basic income support program, States 
will save an estimated $1 billion of what they 
would spend for Public Assistance, even if they 
supplement Federal payments up to current wel- 
fare standards for current recipients. All of the 
States that would pay supplementary benefits 
would still have reduced demands on their own 
funds. 

If it appeared likely that some States might 
reduce benefits from current levels, Federal 
matching funds could be continued until the level 
of the direct Federal income supplement program 
reaches adequate levels. We do not think such 
matching is needed or desirable, however. The 
same factors that have led some States to adopt 
high standards can be expected to result in con- 
tinuation of their current levels. And those States 
with inadequate programs probably would not 
wish to supplement the Federal program even 
if matching funds were available. One objective 
is to replace the existing categorical Public As- 
sistance system, and move the level of benefits 
under the Federal program towards adequacy. 
Federal funds should be applied towards this 
objective rather than be used to extend the 
Public Assistance program. 

A New Program of Temporary Assistance 

We are aware that Federal withdrawal from 
Public Assistance means that some States with 
benefit levels below those of the new Federal 



program may abandon many of their current 
programs. In those States, current assistance re- 
cipients still would be better off under the new 
Federal program than they were under the 
previous State programs. But abandonment of 
these programs may leave unprotected those peo- 
ple who have exceptional emergency needs or 
who suffer a sudden large drop in income. For 
such people, the Federal income supplement 
program cannot extend aid as rapidly and as sen- 
sitively as a locally-administered assistance pro- 
gram. Locally-operated programs to provide "in- 
stant aid" are needed for those with sudden needs. 

To encourage the development of such pro- 
grams on a State basis, we recommend that the 
Federal Government should participate finan- 
cially in State programs that meet the following 
criteria : 

• The program must be non categorical, cov- 
ering all persons without demographic or other 
distinctions. 

• Assistance should be based on a simple test 
which takes into account income and assets. 

States providing short-term aid would be re- 
quired to provide such aid to all persons in need. 
Imposition of work requirements for employable 
persons might be appropriate since a short-term 
emergency aid program at even a low level would 
be vulnerable to abuse. 
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The Federal Government would reimburse the 
States for 50 percent of the special assistance 
benefits paid to each individual, up to the basic 
benefit level of the Federal income supplement 
program. Thus, the Federal Government would 
contribute to State programs only to the extent 
that they are short-term in nature. Individuals 
with incomes exceeding the guarantee level of the 
Federal income supplement program would be 
ineligible for supplementation from a Federally- 
financed State emergency assistance program. 

Estimated total cost of such a program would 
be $600 million, of which the Federal share 
would be $300 million. 

Income-in-Kind Programs 

The enactment of a cash income supplement 
program would not allow the Federal Govern- 
ment to drop most income-in-kind programs 
immediately. Some of these programs could be 
phased out in time, while others might be con- 
tinued and improved in order to meet basic social 
needs. 

Housing 

There is a shortage of adequate housing avail- 
able to the poor. Only a small percentage of the 
poor are served by present housing programs. 
Since any significant reduction in the costs of 
construction and occupancy because of techno- 
logical developments will take some time, Federal 
subsidies will remain necessary to bridge the gap 
between marketplace costs for standard housing 
and prices that lower-income families can afford 
to pay. 

This Commission concurs with the analyses 
and recommendations of both the President's 
Committee on Urban Housing and the National 
Commission on Urban Problems. Construction 
of more subsidized low-income housing through 
the private sector is necessary, and is preferable 
to more public housing projects. 

For the immediate future, large-scale Govern- 
ment involvement in housing programs is essen- 
tial to complement the basic income supplement 



plan. While additional income would enable 
more poor families to obtain somewhat better 
housing in the private market, it is likely that con- 
tinued direct Government action will be required 
until there is significant improvement and expan- 
sion of the housing supply. 

Health Programs 

Government health care programs will con- 
tinue to be needed to promote the well-being of 
both the poor and nonpoor. The poor cannot 
afford private health care, and even with ade- 
quate incomes they would be unable to meet 
high nonrecurring costs of major illnesses with- 
out aid. Moreover, since disability and illness 
force many families into poverty, the health of 
the nonpoor is also a vital concern. Thus, health 
care programs cannot be supplanted by cash 
income support. 

Existing health care programs have inherent 
structural flaws: they are categorical, providing 
free or subsidized medical care to some but not 
to all who are in equal need. Moreover, Medicare 
and Medicaid do not meet all of the needs of those 
eligible for assistance. The existing programs are 
dependent ultimately on an industry which has 
lacked the capacity to meet large increases in the 
demand for its services. Medicare and Medicaid 
have reduced the financial burden of obtaining 
adequate health care for many of the aged and 
the poor. But these programs have raised the cost 
of health care for many other people. By enabling 
the poor for the first time to purchase adequate 
health care, the prices of a relatively fixed supply 
of health care services have been bid up ; it is the 
near-poor who have been hurt most by this 
process. 

Complete health care coverage is an elusive 
concept. Very few insurance programs come close 
to providing it, although in several States Medi- 
caid promises such care. Hospital insurance, the 
most widely held form of protection, generally 
does not cover the full costs of catastrophic ill- 
nesses. Because the poor and near-poor lack access 
to private coverage more frequently than other 
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income groups, they are most vulnerable to the 
financial hazards of major illnesses. Medicaid has 
not protected them adequately and cannot do so 
without expenditures much higher than the cur- 
rent level. While Medicare has paid for much of 
the hospital and post-hospital confinements of the 
elderly, the burden of drugs and physician fees 
still rests largely with them. For the elderly poor, 
the $4 monthly premium for medical insurance, 
coupled with deductibles and drug costs, is a 
severe burden. In only a few States are these 
premiums paid for the aged poor by welfare agen- 
cies. 

Meeting basic income needs of the poor will 
reduce their health care problems somewhat. But 
this will not increase immediately the supply of 
health services or cover the costs of short-term and 
catastrophic illnesses, two problems which plague 
both the poor and the nonpoor. These problems — 
and the role the Government should play in solv- 
ing them — are of great importance. This Com- 
mission has not developed a specific program to 
assist in the financing of medical care. But we 
feel that such programs are needed, and recom- 
mend that the Administration complete the 
studies now underway to develop them. 

Food Programs 

The Food Stamp and Commodity Distribution 
programs, unlike other in-kind programs, could 
be replaced easily by a well-designed cash trans- 
fer plan. These programs supplement incomes but 
do so much less efficiently and with less consumer 
choice than direct cash transfer programs; they 
improve living standards only by increasing food 
consumption. So long as total income remains in- 
adequate, there will be a tendency for recipients 
either to substitute free food for their former food 
purchases or to eschew any food program which 
requires a fixed outlay for food and hampers their 
ability to adjust expenditures to meet other family 
needs. Normal market channels are efficient sup- 
pliers of food products. Government intervention 
is not necessary to assure a supply of food for low- 
income households as long as those households are 
able to afford market prices. 



We recommend that special food programs that 
provide food to poor families and individuals — 
Surplus Commodity Distribution and Food 
Stamps — be phased out with the introduction of 
a program direct^ supplementing cash income. 

Social Services 

For the past 30 years, Government has been 
the principal source of a continually expanding 
range of social services which are provided to the 
nonpoor as well as the poor. Some services are now 
part of Public Assistance programs, while many 
others are provided under a variety of auspices. 

It is difficult to deal with this area because of 
the lack of an adequate definition of services. Cur- 
rent programs add little to our knowledge : most 
of the activities labeled services under Public As- 
sistance, for example, are actually closely related 
to program administration. 

There are three general types of social services. 
First, there are services of a. surrogate nature, such 
as homemaker services or day care, aimed at en- 
hancing an individual's ability to function socially. 
The second type of social services are informa- 
tional and referral activities which attempt to 
establish a link between an individual's need and 
existing community services such as legal aid, 
housing, and medical assistance. Finally, there 
are clinical social services, which include psy- 
chological, psychiatric, and casework counseling. 

The Commission feels strongly that all three 
types — surrogate, informational, and clinical — 
have to be provided as a necessary complement to 
an efficient and effective income maintenance 
system. But the delivery of services should not be 
attached to income support. Useful services should 
be justified on their own merits. 

Services cannot be a substitute for adequate 
incomes; they cannot pay rent or buy food for a 
poor family. Yet Public Assistance programs fre- 
quently have offered services in lieu of adequate 
benefit levels. Moreover, grants too often have re- 
quired the acceptance of social services. This 
reduces or eliminates the trust and confidence be- 
tween professional social worker and client which 
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is essential for successful social service work. Com- 
mission members were impressed by the testimony 
of both social workers and clients which pointed 
out that the utility of social services often has been 
impaired by the link with cash income support. 

The Commission recommends the adoption of 
a new system of Federal grant-in-aid programs 
to distribute needed social services equitably 
throughout the Nation, but which does not allow 
these services to be used as substitutes for adequate 
benefits or as devices for coercion and social con- 
trol of the poor. To accomplish this: 

• Receipt of social services must be voluntary 
except for services which are inherently coer- 
cive and which are imposed through due proc- 
ess of law, such as probation or parole. 

• Experimentation with different forms of or- 
ganization and delivery systems — including 
direct vouchers to recipients to allow them to 
choose the services they wish to purchase and 
to choose the supplier of those services — should 
be encouraged and funded by the Federal 
Government. 

The Commission believes that cash income is 
the primary instrument for the creation of 
economic security; however, cash is a necessary 
but not a sufficient instrument. In a complex in- 
dustrialized society some low-income citizens are 
undereducated, inexperienced, overwhelmed, and 
defeated. As a result, they may be exploited, de- 
meaned, and discriminated against by institutions 
which should be serving them. 




The Commission has found that many of the 
poor have very limited access to information. They 
have never been told what rights they have by 
law, how to find bargains on food, where to ob- 
tain free medical service. Programs tailored to 
provide information, education, and even specific 
assistance (such as legal defense) would help the 
poor better to utilize and to increase their limited 
resources. 

We were struck by the overwhelming array of 
places poor people must go for the services they 
need. Often the various service agencies are far 
from one another and from the poor neighbor- 
hoods; to get there clients must expend consider- 
able time, energy, and money. The Commission 
feels this situation must be remedied. 

We recommend that the basic services provided 
through Federally-aided programs be included in 
multi-purpose urban neighborhood service centers 
which would provide a single location from which 
social services could be dispensed. These neighbor- 
hood service centers also could provide informa- 
tion and referral services, have outlets for man- 
power programs, and provide space for clinical 
services. 

These recommendations could be financed ini- 
tially with the $500 million that the Federal Gov- 
ernment now spends for administration, services, 
and training in Public Assistance programs. 

Other Programs 

Problems of adult poverty today largely reflect 
the failure of programs that dealt with children 
yesterday. The children of the poor tend to re- 
main poor themselves as the cycle of poverty be- 
comes increasingly difficult to break. America's 
traditional paths out of poverty are becoming 
harder to follow as unskilled jobs disappear and 
the length of time required for education and 
training for decent jobs extends beyond the ability 
of poor families to absorb the costs. 

We have seen that services available to the poor 
.tend to be inferior — whether in health, education, 
or welfare. The poor have the worst nutrition. 
Poor children generally go to schools that are run 
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down, poorly maintained, lack supplies and facili- 
ties. Often these schools are staffed by teachers 
who arc unable to find assignments in better 
schools. 

To ensure greater opportunity for poor children 
to break the cycle of poverty, we must direct pro- 
grams to their needs. In part this means taking a 
new look at the failures of health, education, and 
welfare programs. Specific recommendations in 
this area are beyond the scope of this Commis- 
sion's charter. We merely note that for a long-run 
solution to problems of poverty, the root causes of 
inadequate earning potential must be dealt with 
by Government programs. 



Day Care for C 

The Commission has considered programs to 
provide day care to the children of working 
mothers. Such programs are important and 
worthy of discussion. The tone of current public 
debate is disturbing, however. Much of this debate 
has been focused on providing places to put chil- 
dren so that mothers on welfare can work. It 
is often proposed that day care be provided with 
the stipulation that mothers must accept work or 
training. The Commission cannot recommend 
extensive provision of day care for this purpose be- 
cause it is costly, narrowly conceived, and coer- 
cive. Unless purely custodial care is to be offered, 



costs are quite high. Head Start program costs, 
excluding capital costs, provide a benchmark for 
estimating the cost of enriched care on a full-day, 
full-year basis for three to five-year old children. 
In 1968 these costs were approximately $1,700 per 
child. For children under three costs are higher 
because a greater adult-to-child ratio is necessary. 
The potential earnings of most AFDC mothers 
are not much more than the cost of day care for 
one child — but most such mothers have more than 
one child. 

In 1967, 33 percent of children receiving 
AFDC were under 6. Thus it would cost $2.7 
billion to provide the?e children with day care. If 
the half million mothers responsible for these 1.6 
million children could work all year at the mini- 
mum wage, their total receipts would be only $1.6 
billion. The net cost to society of providing day 
care for dependent children under 6 alone would 
amount to $1.1 billion to accomplish uncertain 
goals. A full-scale program for all poor mothers 
would be even more costly. 

The Commission dislikes the coercion involved 
in requiring poor mothers to work regardless of 
their skills, abilities, and desires. The Commission 
therefore rejects the notion that day care should 
be provided so that women on welfare can be 
required to work. 

While the costs of providing enriched day- 
care are formidable, we recognize that many 
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women now work and many other women 
strongly desire to do so, including both welfare 
recipients and nonrecipients. We recommend ef- 
forts to develop adequate day care facilities for 
children at lower cost which could be available 
on an ability-to-pay basis. Pilot projects and ex- 
periments in this area would be very useful. 

If day care is regarded as an important child 
development opportunity, then programs for 
young children can be seen as a universal exten- 
sion of the concept of public education. This 
concept is worthy of exploration but detailed 
recommendations are beyond the scope of this 
Commission's responsibilities. 

Family Planning 

The Commission notes that for many families 
poverty is a result of having more children — 
frequently unplanned children — than the parents 
can adequately support. Yet family planning serv- 
ices are less accessible to the poor than to middle 
and upper-income families. In 1966 only 1 3 per- 
cent of the 5,3 million poor and near- poor women 
who could have benefited from family planning 
services were receiving them from any public or 
private agency, 1 and few of them received these 
services from private physicians. Yet such pro- 
grams have relatively low costs and high benefits. 
Costs of services average $30 per woman annually. 
Five million poor and near-poor women could 
be helped for an annual cost of $150 million. - 

Even if benefit-cost ratios were not favorable, 
incalculable human costs would be overriding. 
The human cost to individuals, to families, and 
to society of unwanted children growing into 
adulthood in poverty without hope or opportun- 
ities is enormous and the remedy is inexpensive. 
There is no reason to deny to the poor what is 
so easily purchased — the ability to plan family 
size. 



1 Planned Parenthood-World Population, Five Million 
Women: Who's Who Among Americans in Need of Sub- 
sidized Family Planning Services, Planned Parenthood 
Federation of America, 1967. 

2 Population and Family Planning, Report of the Presi- 
dent's Committee on Population and Family Planning, 
November 1968, p. 18. 
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The Commission recommends that the Federal 
Government rapidly expand family planning pro- 
grams to make information and services available 
on a voluntary basis to all American women who 
want but cannot afford them. 

Conclusion 

The adoption of a basic program supplement- 
ing low incomes is a necessary component of a 
serious effort to eliminate poverty. Such a pro- 
gram should be enacted whether or not existing 
programs are changed. It would provide added 
income to many ineligible for aid under existing 
programs. Coupled with the changes and modi- 
fications in existing programs outlined in this 
chapter it would mold the old and the new pro- 
grams into a coherent National economic security 
system. 
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Clifford L. Alexander, Jr., concurred in by 
David Sullivan and A. Philip Randolph 

This is to express where I differ from majority 
recommendations of the President's Commission 
on Income Maintenance Programs. 1 

The Commission has recommended as a base 
income, as part of a universal income supplement 
program, that a family of four receive $2,400 
annually. I recommend a base income of $3,600 
for a family of four (two adults, two children. )~ 

1 At a meeting of the Commission on May 15, 1969, my 1 
motion for substantially the same minimum as I recom- 
mend today was defeated. Subsequent to this, at each 
Commission meeting_I have reiterated my position for a 
$3,600 minimum for a family of four. 

a Figure of $3,600 is derived from the following compu- 
tation: $1,125 per adult annually (as contrasted with 
$750 under the majority Commission report) and $675 per 
child (as opposed to $450 per child annually in the Com- 
mission's majority submission). Therefore, the amount of 
income a family of one adult with three children would 
receive annually is $3,150. A family of two adults and 
three children would receive annually $4,275, etc. 



I believe there are two fundamental goals of 
the President's Commission on Income Mainte- 
nance Programs. One is the elimination of poverty 
for all Americans as soon as feasible. The other 
is the elimination in toto of a dehumanizing wel- 
fare system which turns millions of our citizens 
into .skeptical beggars blamed for inadequacies 
not of their making. 

Setting the base income at $3,600 for a family 
of four as opposed to $2,400 will substantially 
serve to accomplish our twin goals. The Govern- 
ment computation of the poverty level at present 
for a family of four is $3,553. Certainly, we 
should not set our sights at a level below the Gov- 
ernment's poverty line.' The majority's $2,400 
minimum level is by its own statement inadequate 

3 The present poverty level index allows $2.43 per day 
for a nonfarm person as part of a family of four to meet 
all living expenses. In contrast to the poverty index, a 
recent Department of Labor study found an urban family 
of four needs $4.05 per individual per day. 
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to meet individual needs. To strive for less than 
an adequate level is not to recognize the task we 
were given. On January 2, 1968, when this Com- 
mission was established, the following statement 
was made by President Johnson : 

The welfare system in America is outmoded 
. and in need of a major change . . . Look into 
all aspects of existing welfare and related pro- 
grams and make just and equitable recom- 
mendations for constructive improvements 
wherever needed and indicated. We must ex- 
amine any and every plan, however unconven- 
tional, which could promise a constructive ad- 
vance in meeting the income needs of all the 
American people. 

Setting a bottom annual line of $3,600 could 
effectively eliminate welfare programs through- 
out the United States. 4 The $2,400 minimum rec- 
ommendation of the full Commission would re- 
quire the continuance of a supplemental welfare 
program in approximately 20 States. This would 
necessitate the expense of bureaucracies to run 
these remaining welfare programs. This could 
necessitate potentially complicated formulas for 
Federal assistance of State welfare programs. This 
would necessitate a complicated phasing-out of 
remaining programs if the base income were 
gradually elevated. 

It is my belief that a program at the poverty 
level with financial work incentive features will 
tap the basic incentive of Americans to move 
ahead financially. I think the motivations and 
rewards of our capitalistic society will cause only 
a minuscule percentage to permit themselves to 
be supported solely by basic income supplements. 
The motivations that have moved us as a Nation 
will continue, and those same motivations will 
make any family of four feel inadequate with just 
$3,600. As the report indicates, it is an outra- 
geous conclusion to assume that poor families and 
families on welfare are in that position because 
they are lazy. There are lazy among the poor just 
as there are lazy among the rich, but fortunately, 
for the sake of the future of this country, the great 

* The States with the highest welfare programs now pay 
a family of four a little over $3,500 annually. 



majority of our people feels a strong ambition and 
desire to work and advance financially. 

Setting a basic minimum of $3,600 with po- 
tential increments for other monies earned will 
have an important and positive effect on our Na- 
tion. Though $3,600 will barely meet the food, 
housing, clothing, and other necessities required 
for a family of four, it will do far more than a 
minimum level of $2,400. People will be able to 
raise their heads up so they can see some of the 
benefits of our capitalistic system — with a realis- 
tic belief that obtaining economic security is more 
than a pipedream. In the very short run, it is my 
opinion that we can bear the substantial expense 
of this program. As the hopelessness that only 
poverty can create disappears (and that hope- 
lessness will disappear rapidly with a $3,600 min- 
imum for a family of four) , Americans will strive 
to earn more money. It is my belief that these 
efforts will be successful and, as they are success- 
ful, those who are initially subsidized by our taxes 
will soon be paying taxes. 

It is also important for all Americans to keep 
in mind that there are many others who receive 
subsidies today. Millionaire farmers are paid not 
to grow crops. Those who seek out our natural 
mineral resources are given large and significant 
ways of avoiding taxation. These forms of subsi- 
dies or "welfare," if you will, are provided in 
order that certain goals may be achieved. In. the 
case of our natural resources, it is so that there 
will be an incentive for businessmen to develop 
these resources and put capital into such ventures. 
When we think of the expenses involved in pro- 
viding a minimum level for each American, there 
are several potential benefits for all of us. 

First, we are doing what we should do for our 
fellow man. Second, we are rapidly helping to 
create a class of people who will be able to move 
up in a mobile society. Third, we will be eliminat- 
ing much of the hopelessness that now affects 25 
million human beings who are poor. Fourth, we 
will be establishing in our National economic pri- 
orities a sense of what comes first; i.e., the wel- 
fare of each individual American. The elderly 
childless couple in need, for example, will not be 
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asked arbitrarily to suffer because of not having 
children — benefits will be felt across the board. 
Each individual will be on at least a minimum 
level, and the vast majority will certainly strive 
to move well beyond that minimum. 

Margaret S. Gordon on Day Care, concurred in 
by Anna Rosenberg Hoffman 5 , Geri Joseph, 
and David Sullivan 

I believe that the case for a broad and ade- 
quately financed Federal program, to encourage 
the formation and expansion of day care centers 
for the children of working mothers is far stronger 
than the Commission report indicates. It is true 
that the report recommends "efforts to develop 
adequate day care facilities for children at lower 
cost which could be available on an ability-to-pay 
basis," but it does so in the context of a discus- 
sion which fails to place enough emphasis on the 
glaring shortage of child care centers in the Unit- 
ed States and which stresses the undesirability of 
forcing welfare mothers to accept work or train- 
ing by providing child care centers for their chil- 
dren. I strongly agree that a child care center 
program should not be developed for purposes of 
compelling welfare mothers to work, but I am 
emphatically in support of an adequate program 
of child care centers which would make possible, 
for all low-income to lower-middle -income moth- 
ers, a reasonable freedom of choice between 
working and not working. 

Debate about this issue is often confused as a 
result of disagreement over whether mothers of 
young children should or should not work. In my 
view, there is no single answer to this question 
that is the right answer for all mothers. Many 
mothers of young children, whether in one-parent 
or two-parent families, have skills and training 
which they could use to good advantage to im- 
prove the family income position and contribute 
to the output of goods and services in the Nation, 
but they are prevented from doing so by the high 
cost of private child care in the home — and, in a 



c Mrs. Hoffman concurs with this statement in principle 
without endorsing the specific features of the California 
system used as a mode!. 



society in which the percentage of workers in 
domestic service is falling rapidly, by the absolute 
unavailability of competent domestic help in some 
areas. There are other mothers who would like 
an opportunity to enter a training program to 
upgrade their skills but cannot afford the cost 
of child care in the home while participating in 
training. These mothers and their children would 
in many cases be better off if the mother could 
satisfy her desire to use or acquire skills and 
make a significant contribution to the family in- 
come, rather than endure the frustration of being 
forced to stay at home with children. In other 
cases, mothers much prefer to be at home with 
their children, and they and their children both 
benefit from this arrangement: In its public 
hearings, the Commission heard eloquent testi- 
mony from low-income mothers (chiefly welfare 
mothers) with both points of view — (1) those 
who declared emphatically that they were per- 
fectly capable of holding a good job if only the 
problem of child care could be solved and 
( 2 ) those who indicated that they wanted to care 
for their children themselves and that their chief 
need was for a more adequate welfare payment. 

I do not propose that public funds should be 
used to provide free care in day care centers for 
all children of working mothers. I do believe that 
there is a strong case for subsidized child care in 
such centers for the children of low-income 
mothers on the basis of a sliding scale fee which 
would vary with income, that above a certain 
stipulated income level a full-cost fee should be 
charged, and that families with income above a 
certain maximum should not be eligible for par- 
ticipation. The fees might also be higher for 
parents with few children than for parents with 
many children. An example of such a sliding scale 
fee schedule, used in the publicly supported State- 
local system of child care centers in California, 
is presented on the following page. The chief 
problem with the California program is that it 
does not begin to meet the need. In a State in 
which education and other costs associated with 
a rapidly growing population have been rising 
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Children's Centers Hourly Fee Schedule Effective October 20, 1969, State of California 



Family income 
(monthly) 



Parent, parents, or guardian plus number of minors in family 
3 4 5 6 



7 or 
more 



Hourly rate 



$ 1 through $100 


$.05 




$.04 




$.04 




$.03 




$.03 


$.02 


101 " 133 


fie 
.Ub 




.Ub 




-Ub 




n/i 
.U4 




n/i 
.U4 




134 


166 


no 
.Ut> 




.U/ 




.Ub 




.U4 




r\A 
.04 


.03 


167 


200 


no 

.uy 




no. 
.Uo 




.U/ 




.Ub 




.Ub 


.U4 


201 


233 


. 1U 




.uy 




HQ 
.Uo 




.Ub 




nc 
.Ub 


CiA 

.U4 


234 


266 


.11 




i n 
.IU 




no 

.uy 




.U/ 




nc 
.Ub 


.ub 


267 


299 


.13 




.12 




.10 




.08 




.06 


.05 


300 


330 


.15 




.14 




.12 




.09 




.07 


.06 


331 


363 


.17 




.15 




.13 




.10 




.08 


.07 


364 


396 


.19 




.17 




.15 




.12 




.10 


.08 


397 " 


429 


2 1 




1 a 

. iy 




"1 "7 




t A 

.14 




.Id 


.09 


430 


463 


($463) '.23 




.21 




.19 




.15 




.13 


.10 


464 ' 


496 


.26 c 




.23 




.21 




.16 




.14 


.11 


497 


529 


28 




.25 




.23 




.17 




.15 


.12 


530 


547 


.dU 


(»b4/) 


.d/ 




.do 




. lo 




. ib 


1 o 

. id 


548 


581 


.32 • 


.30 c 




.26 




.19 




.17 


,14 


582 


613 


.33 




.31 




.27 




.20 




.18 


.15 


614 


631 


.34 




.32 


($631) 


.28 




.21 




.19 


.16 


632 


648 


or 


($b4B) 


.dd 




onr 




.dd 




on 
.dU 


.17 


649 


697 


.36 




.34 




.31 




.24 




.22 


.19 


698 " 


715 


.37 




.35 




.32 


($715) 


.25 




.23 


.21 


716 


732 


■DO 




.00 


\$/6d) 


.JO 




0"7f, 
■ d/^ 




.d°r 


.dd 


733 


781 


.39 




.37 




.34 




.28 




.25 


.23 


782 " 


799 


.40 




.38 




.35 




.29 


($799) 


.26 


.24 


800 


816 


___ 41 - 




.39 




.36 


($816) 


.30 




.28° 


.25 


817 


865 


.42 




.40 




.37 




.31 




.29 


.26 


866 


883 


.43 




.41 




.38 




.32 




.30 ($883) 


.27 


884 


900 


.44 . 




.42 




.39 




.33 


($900) 


.31 


.29° 


901 


949 


.45 




.43 




.40 




.34 




.32 


.30 


950 


984 


.46 




.44 




.41 




.35 




.33 ($984) 


.31 



c Indicates income range for computed fee for one-parent 
family. 

.. Indicates beginning of full cost fee for one-parent family. 

— Indicates beginning of full cost fee for two-parent family. 

= Computed fees for one-parent family with incomeupto$66 
over the "means test". One-parent families with income in 
excess of the "means test" ceiling as defined in Section 16604 
(b), shall pay for each $11 of the first $66. one-sixth (1/6) of 
the difference between the appropriate "means test" fee and 
the "full cost" fee of the district. 

Full Cost Fees. Fees for eligible families whose income ex- 
ceeds the requirements of Section 16604 must be in 
accordance with Section 16605. Family income may not be 



greater than three times the amount fixed by Section 16604 
of the Education Code. Districts shall charge and collect fees 
which shall be in such amount as wil! reimburse the district 
for the cost of supervision, instruction and cost of all food 
furnished such child. 

Eligibility is based on a 5-day week or an average income for 
the calendar year. Fees are computed on actual current income 
as indicated on the above schedule. 

Computation of weekly fee for families enrolling two or more 
children. For families enrolling two children the hourly fee for 
each child after the first child shall be computed at one-half 
the hourly fee for the first child. 

Source: State of California, Department of Education. 



sharply, the State Legislature has not tended to 
give high priority to the expansion of ap- 
propriations for this program. Average statewide 
attendance in 1969-1970 is expected to amount 
to only 20,000 children, despite the opening of 
60 new centers. Some of these children are of 
school age and receive care only in the early 



morning and following the end of school in the 
afternoon. 

A nationwide survey conducted in 1965 indi- 
cated that less than 8 percent of children of full- 
time working mothers who were under age six 
were cared for in a group care center, while in 
the case of children age 6 to 13 — an age group 
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needing after-school care — less than 1 percent 
participated in such a center. These percentages 
were much smaller for children of part-time 
working mothers. The survey indicated the 
following pattern of child care arrangements for 
children under six years of age whose mothers 
worked full-time : u 

Number 

(in thou- Percent 
sands) 



Total 2,561 100.0 

Care in own home, total 1,209 47.2 

Care by: 

Father 264 10.3 

Other relative 472 18.4 

Under 16 years 25 1.0 

16 years and over. . 446 17.4 

Nonrelative who only looked 

after children 238 9.3 

Nonrelative who usually did 

additional household work. 236 9.2 
Care in someone else's home, 

total 954 37.3 

Care by: 

Relative 452 17.6 

Nonrelative 502 19.6 

Other arrangements: 

Care in group center 197 7.7 

Child looked after self 7 0.3 

Mother looked after child 

while working 171 6.7 

Mother worked only during 

child's school hours 12 0.5 

Other 10 0.4 



It is disturbing to observe that as many as 7,000 
of these young children were left to look after 
themselves, while as many as 25,000 were left in 
the care of a relative under 16 years of age. Much 
more widespread, however, is the problem of 
children aged 6 to 13 who are left to look after 
themselves, presumably before school begins in 
the morning and following the close of school in 
the afternoon. Nearly 800,000 of these older 
children of full-time working mothers, or 14 per- 
cent of all the children in this group, were left to 
look after themselves. 

How did the pattern of child care arrangements 
vary by family income? If we consider the chil- 
dren under age six of all working mothers (full- 
time and part-time), we find that 5.4 percent 
received care in a group care center. The propor- 



0 Seth Low and Pearl G. Spindlcr, Child Care Arrange- 
ments of Working Mothers in the United States, U.S. 
Children's Bureau and U.S. Women's Bureau (Washing- 
ton, D.C.: U.S. Government Printing Office, 1968), p. 71. 



tion rose, though irregularly, from 3.4 percent in 
families with annual income of less than $3,000 
to 7.7 percent in families with annual income of 
$10,000 and over. Thus children in poor families 
were less likely to receive care in a group center 
than children in nonpoor families. But the most 
clear-cut influence of family income, as might be 
expected, was on the proportion of children who 
received care from a nonrelative in the home- 
varying from 8.3 percent in families with annual 
income under $3,000 to 25.3 percent when fam- 
ily income was $10,000 or more. 

Although the total capacity of child care cen- 
ters in the United States undoubtedly rose some- 
what between 1965 and 1969, impressions gained 
from scattered local surveys conducted quite 
recently suggest that the change was not very 
great. 

Not only did a number of the mothers testifying 
at the Commission's public hearings stress the 
need for child care centers, but over the years 
research on AFDC cases has provided substantial 
evidence of the need. These studies have indicated 
that the majority of AFDC mothers expect and 
want work, but that pregnancy, illness, child- 
care problems, and the termination of a job are 
the most frequent reasons why their employment 
is interrupted. 7 

However, as suggested above, the case for 
expanded public support for child care centers 
does not rest solely, or even primarily, on the 
needs of welfare mothers. It rests on the needs of 
large numbers of mothers, in both one-parent and 
two-parent families, in low-income and lower- 
middle-income groups. In this connection, it 
should be kept in mind that there is constant 
movement into and out of the population of 
AFDC mothers. s The evidence strongly suggests 
that many mothers who resort temporarily to 
Public Assistance could avoid doing so if the 
capacity of child care centers were not so glar- 

7 Genevieve W. Carter, "The Employment Potential of 
AFDC Mothers," Welfare in Review, VI, July-August 
1968, pp. 1-11. 

* Ibid. 
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ingly deficient. Moreover, there are many moth- 
ers, as also suggested previously, in both one- 
parent and two-parent families, whose skills 
would make possible a substantial contribution 
to the Gross National Product — and, in shortage 
occupations, such as nursing, to the prevention 
of inflation — if their child care needs could be 
met. In a society which increasingly recognizes 
the value of investment in higher education, it is 
also important to keep in mind the wives who 
have been earning their Ph.T. ("putting hubby 
through") degrees, but whose employment is 
interrupted by the birth of a child, as well as the 
large numbers of young women who fail to com- 
plete college or to go on to higher degrees because 
of child care problems. Undoubtedly, an impor- 
tant reason for the persistently small proportion 
of women in professions such as law and medi- 
cine in the United States is the fact that many- 
women with the potential ability to complete their 
training for such professions successfully are pre- 
vented from doing so by marriage and the prob- 
lems of motherhood. 3 

As Mrs. Mary Keyserling, opening a confer- 
ence on the day care needs of working mothers 
in 1967, put it: 

The lack of sufficient and adequate day care 

facilities for the children of working mothers, 

at a price they can afford, has become a major 

social crisis in our midst. 10 
Mrs. Keyserling also pointed out that the availa- 
bility of day care for the children of working 
mothers is far greater in Sweden than in this 
country, and yet the Swedish Government 
planned to double the number of places by 1970. 
In Israel, moreover, there were reported to be 
sufficient day care centers for all children needing 
them. 11 



0 See Margaret S. Gordon, Introduction to a Symposium 
on "Women in the Labor Force," Industrial Relations, 
VII, May 1968, p. 188. 

10 Report of A Consultation on Working Women and 
Day Care Needs, Washington, D.C.. June 1, 1967, U.S. 
Women's Bureau (Washington, D.C.: U.S. Government 
Printing Office, 1968), p. 2. 

11 Ibid., pp. 4^5. 



It has been argued that the question of support 
for child care centers is not an income mainte- 
nance issue. I fail to see the logic of this position. 
The Commission is recommending a universal in- 
come supplement program which is carefully de- 
signed to preserve incentives to work, and yet the 
evidence is very clear that the lack of provision 
for child care centers in the United States is one 
of the most important obstacles to the labor force 
participation of low-income mothers. 

It is also argued, in the Commission report, 
that the potential earnings of most AFDC moth- 
ers are not much more than the cost of day care 
for one child. There are a number of weaknesses 
in this argument. In the first place, although it is 
generally true that the earning capacity of AFDC 
mothers is low, there are exceptions. Secondly, it. 
is not just a question of AFDC mothers, but of 
mothers who might become dependent on welfare 
at some time in the absence of child care centers, 
as well as of large numbers of mothers who could 
contribute significantly to the Gross National 
Product and to their family welfare (e.g., the edu- 
cation of their husbands or themselves) if provi- 
sion for child care were available. Thirdly, the 
Head Start program, designed for disadvantaged 
children, would be expected to be more costly than 
a well-conducted child care center program. Cer- 
tainly the Head Start cost of $1,700 per child, 
cited in the Commission report, substantially ex- 
ceeds the annual cost per child of the California 
child care center program, which, in the opinion 
of qualified observers, provides care that is well 
above the purely custodial level. The average an- 
nual cost of the California program per child in 
1967-1968 was $1,099, of which parent fees con- 
tributed $220. 12 Thus the average annual public 
cost was $879. In this connection it should be 
kept in mind that teachers' salaries (an important 
component of the cost) are relatively high in 
California and that nationwide average costs of a 
comparable program would probably be some- 
what lower. The average cost is also held down 



15 Information supplied by California Department of 
Education. 
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by the participation of some school-age children 
who do not need all-day care. 

Furthermore, in an attempt to apply cost- 
benefit analysis to an issue of public policy, it is 
important to consider whether the benefits are 
being adequately measured. The Commission re- 
port suggests that the annual potential earnings 
of AFDC mothers, who could get jobs if their 
children could participate in a child care center, 
represent an appropriate measure of the benefits. 
I would argue that the potential average earn- 
ings of the population of mothers within an' ap- 
propriate low to lower-middle-income range who 
are prevented from working by the absence of 
child care facilities are above the average earn- 
ings of AFDC mothers and that a good many of 
these mothers could pay full-cost fees. Moreover, 
it is important to take into account the likelihood 
that children who are left without child care or 
with completely unsuitable care may grow up to 
be juvenile delinquents — this is an important con- 
sideration in view of the large numbers of chil- 
dren in the 6 to 1 3 age range who are left with- 
out care. One should also consider the disastrous 
effects of teenage marriages and pregnancies on 
the lifetime income of those involved, 13 as well 
as the impact of marriage and child-bearing in 
the 20 to 24 age group on the prospects for com- 
pletion of higher education of many young wom- 
en and some young " men. Another important 
aspect of the potential benefits is the possibility 
of creating substantial numbers of teachers' aide 
positions for low-income mothers in child care 
centers, perhaps in many cases the mothers of 
children enrolled in the centers. When these and 
other similar factors are considered, it seems quite 
obvious that the overall social benefits of an ade- 
quate child care center program would probably 
substantially exceed the total earnings of the 
mothers whose children participated. 

I recognize that many Commission members 
are concerned about the high cost of an expanded 
child care center program, but it is important to 

"For a highly informative summary of the data bear- 
ing on this problem, see Alvin L. Schorr, Poor Kids (New 
York: Basic Books, 1966). 



keep in mind the fact that an adequate program 
could be developed only gradually, just as it takes 
time to develop a National manpower training 
program, because of shortages of appropriate 
personnel and facilities in the early stages, so it 
would take time to bring about a large-scale ex- 
pansion of child care centers in the United 
States. A reasonable goal might be the addition 
of places for 100,000 children a year over a pe- 
riod of ten years or so. Estimating on the basis of 
the California operating costs, the operating costs 
associated with the addition of 100,000 places in 
the first year would probably amount to about 
$90,000,000. At the end of ten years, there would 
be one million additional places at a cost, allow- 
ing for some inflation, of slightly more than one 
billion dollars — not a large sum in view of the 
prospective growth of GNP. 

Finally, I agree with the statement in the Com- 
mission report that "if day care is regarded as an 
important child development opportunity, then 
programs for young children can be seen as a uni- 
versal extention of the concept of public educa- 
tion." This statement, it seems to me, merely 
strengthens the argument that the total social 
benefits of an adequate child care center program 
would exceed the earnings of the mothers 
involved. 

Margaret S. Gordon on Public Assistance, 
concurred in by Sherwood O. Berg 

I agree with the majority recommendation that 
Federal participation in existing categorical Pub- 
lic Assistance programs be terminated, once the 
proposed universal income supplement program 
becomes effective. However, I believe that a new 
program of Federal grants-in-aid should be 
adopted to encourage States to provide income 
supplements to augment the Federal universal 
income supplements in a manner consistent with 
the objectives of our proposed income supple- 
ment program. 

I recommend such a program for the following 
reasons: 

1 . As the Commission report recognizes, there 
will be a need for augmentation of the Federal 
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universal income supplements in States whose 
present levels of Public Assistance payments are 
higher than the proposed minimum income guar- 
antee. If the Federal Government terminates 
grants-in-aid for cash payments other than short- 
term emergency aid, it will not have any power 
to influence the manner in which such augmen- 
tation is accomplished. It seems highly probable 
that, under such circumstances, many States 
would continue their present Public Assistance 
policies in connection with payments made to 
augment the universal income supplements. If 
this happened, there would be conflicts between 
State programs and the objectives of the Federal 
universal income supplement program. Such con- 
flicts could take a number of forms, such as ( 1 ) 
failure to disregard any portion of the earnings 
of Public Assistance recipients, which could 
seriously interfere with the objective of provid- 
ing incentives to work; 14 (2) continuation of 
present categorical aid programs, such as AFDG, 
with resulting continued discrimination against 
intact low-income families and continued incen- 
tives for family splitting; and (3) continuation of 
a wide variety of policies and practices which 
have the effect of subjecting needy individuals 
and families to demeaning experiences. 

2. A Federal program of grants-in-aid to en- 
courage State augmentation of the proposed uni- 
versal income supplements could exert a positive 
influence in guiding the States toward augmenta- 
tion programs that would be consistent with the 
objectives of the universal Federal program. Since 
it might be desirable for States to experiment 
with pilot programs before adopting general 
supplemental programs, I recommend that Fed- 
eral grants-in-aid be provided to support (a) 
pilot or experimental income supplement pro- 
grams in the States and (b) general income 
supplement programs in the States. Although I 
strongly agree with the Commission's recom- 
mendation that the level of payments under the 
Federal universal income supplement program be 

11 Cf. James Tobin, Joseph A. Pechmari, and Peter M. 
Mieszkowski, "Is a Negative Income Tax Practical?" 
Yale Law Journal LXXVII, November, 1967, p. 14. 



raised as rapidly as possible to a more adequate 
level, I am not confident that the need for supple- 
mental State programs will disappear in the near 
future. Wage and per capita income differentials 
among the States have existed for a long time, 
and although the Federal universal income sup- 
plement program would probably play a role in 
reducing such differentials, as the Commission 
report suggests, they are likely to persist for some 
decades to come, along with an associated need 
for supplementation of the basic Federal program 
in States with relatively high wage and per capita 
income levels. Moreover, although it can be 
argued that these are the States that have the 
greatest capacity to pay for income supplement 
programs, it is also quite clear that some of these 
States are facing acute urban crisis problems. 

3. As the Gross National Product increases, 
Federal Government revenue, derived in large 
part from the personal and corporate income 
taxes, expands rapidly. For a number of practical 
reasons, it is not feasible for State and local gov- 
ernments to rely as heavily on these "income- 
elastic" sources of revenue as does the Federal 
Government. Yet it is generally recognized that 
income taxes are the most equitable sources of 
Government revenue. These fiscal considerations 
also provide an argument for the Federal grant- 
in-aid program which I propose. There is little 
question that such considerations were influential 
in leading the National Governors' Conference, 
early in September 1969, to recommend complete 
Federalization of Public Assistance, with only one 
dissenting vote on the part of the assembled gov- 
ernors. Proposals for income sharing, though 
worthy of support on other grounds, do not meet 
the need for Federal Government influence on 
the future course of State income maintenance 
policies, which for all practical purposes can be 
met only by an appropriate Federal grant-in-aid 
program. 

Although I believe, therefore, that the case for 
Federal grants-in-aid for State income supple- 
mentation programs is strong, I do not think that 
there has been enough study of the problems 
involved in framing appropriate State income sup- 
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plementation schemes to provide a basis for sug- 
gesting appropriate standards for such a grant-in- 
aid program. Nor do I consider it desirable, in the 
absence of such a study, to suggest what percent- 
age of the cost of State income supplement pro- 
grams should be met by the Federal Government. 
For example, the 50 percent tax rate on other 
income proposed for the Federal universal income 
supplement program might not be the most appro- 
priate provision in the case of State supplementa- 
tion programs. A State supplementation program 
which would increase the basic guarantee to 
$3,600 for a family of four and apply a 50 percent 
tax rate to other income would cover all families 
of four with incomes up to $7,200 and would thus 
be extremely costly. The possibility of a sliding 
scale tax rate which would rise with increasing 
levels of other income should be studied. 

In view of the quite evident need for careful 
consideration of these problems, I strongly urge 
the appointment of an appropriate advisory body 
(e.g., a Presidential Task Force) to undertake 
such a study. 

Julian Samora 

Someone once said that the poor you will al- 
ways have with you. This will be true in our so- 
ciety as long as we do not make a long-range 
concerted effort to eliminate poverty. We have 
the means to eliminate poverty as we have the 
means to go beyond the moon. The Commission's 
recommendations are a step toward the elimina- 
tion of poverty but they fall far short of the goal. 

The base income of $2,400 annually for a 
family of four under the proposed universal in- 
come supplement program is inadequate. A base 
income of $3,600 annually for a family of four, 
would just place such a family above the poverty 
level. 

Many would argue that such a program would 
be expensive and they are right. The money is 
available but being spent on other things : billions 
of dollars for war and war-related activities, bil- 
lions for space, billions for foreign aid, and bil- 
lions for farm subsidies. 



If this country would reorder its priorities, per- 
haps we could take care of the poor first. 

As a Commission we were instructed by Presi- 
dent Johnson to examine every plan "... how- 
ever unconventional, which could promise a 
constructive advance in meeting the income needs 
of all the American people." 

We looked at a number of plans, but most 
were old and conventional, including the one 
that was chosen by the majority. 

A plan to which the Commission did not give 
due consideration is that proposed as The Second 
Income Plan by Louis O. Kelso and Patricia Het- 
ter in their book, Two-Factor Theory: The Eco- 
nomics of Reality. 

Anyone seriously interested in income main- 
tenance programs must give the Second Income 
Plan thorough consideration. 

J. Henry Smith on Some Practical Considera- 
tions of Income Supplementation 

After examining the facts, as this Commission 
has done, one can have no doubt that there is 
widespread, dreadful poverty which as a Na- 
tion we must work to obliterate. Nor can there be 
doubt that our present provisions and mecha- 
nisms for the relief of poverty are inadequate and 
unsatisfactory. The facts are compelling. A new 
and costly undertaking — at the Federal level — is 
needed at once. 

For this purpose a strong case has been made in 
this Report for introducing a plan referred to as 
the Universal Income Supplement. This plan be- 
longs to a class of plans ( often called Negative In- 
come Tax ) which have raised several serious and 
as yet unanswered questions. Unfortunately the 
arguments for and against Negative Tax plans 
are, at this stage, largely theoretical, necessarily 
somewhat subjective. There is practically no real 
experience to use as a basis of judgment. I believe 
the Universal Income Supplement idea has great 
promise and it may, in some form, prove to be the 
best solution; but it needs to be fully tested in 
a number of diverse circumstances and formula- 
tions before we can be reassured of its superiority 
and practicality. 
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In these circumstances I am led to suggest tac- 
tics differing somewhat from those recommended 
in this Report. The best approach, it seems to me, 
is to organize and fund the needed testing imme- 
diately, and at the same time, in order to help the 
poor at once, take major steps to reform and en- 
large the present welfare system so as to overcome 
its deficiencies. 

To test the universal income supplement, the 
pilot study initiated recently in New Jersey is a 
step in the right direction, but similar studies are 
needed elsewhere, especially in the low-wage 
areas. We need answers to such vital questions as : 
the impact of various levels of payments on wage 
scales, labor markets, and employment; the im- 
pact on the stability of families; administrative 
problems, such as the practicality of frequent in- 
come declarations by the poor and checking on 
the accuracy of reports on wealth and imputed 
incomes; the effect on work motivation; deter- 
mination of how people will use cash grants and 
what residual obligation there will be on society; 
and the impact of different levels of the minimum 
income and other variables in the formula on cost 
and on individuals. The total cost of the plan is 
highly sensitive to even small changes in the 
formula. 

For the purpose of reform of the present wel- 
fare system, one blueprint for action was spelled 
out in 1966 by the Advisory Council on Public 
Welfare to the Secretary of HEW in a document 
entitled Having the Power, We Have the Duty. 
The Council recommended minimum standards 
for Public Assistance payments; a nationwide 
comprehensive program of Public Assistance 
based upon need ; a uniform, simple plan for Fed- 
eral-State sharing of costs of public welfare pro- 
grams; and comprehensive social services readily 
accessible, as a right, to all. Many others have 
proposed similar reforms. I believe our desired 
ends can be substantially obtained in this way 
and time can be purchased for testing and per- 
fecting the Income Supplement mechanism. 

It is, in any case, important to recognize that 
reform of our present system is very much in 
order, even if the Income Supplement proposal 



is adopted. The support level proposed (or likely 
to be reached in the near future) for the Income 
Supplement would actually provide incomes less 
than those now being provided by public funds 
for large classes in many of the more populous 
areas. We would still need to provide additional 
help for millions of our poor through our present 
kinds of relief mechanisms. Indeed, it seems likely 
that adoption of the Universal Income Supple- 
ment would not solve many of the difficulties — 
it would compound the complexity of the present 
situation because it would introduce a new and 
radically different program without doing away 
with the old. Therefore, it is important, even if 
the Income Supplement is adopted, to have the 
present welfare programs revised in order to over- 
come their serious deficiencies. If we do that well, 
the need for a negative income tax could be de- 
ferred long enough to test and perfect it. 

Some might be inclined to call this approach 
ineffectual "tinkering" with the present system. 
I do not have "tinkering" in mind — I seek and 
we need genuine, sweeping reform and commit- 
ment of substantial new resources. If, however, 
Congress should conclude that some form of the 
negative income tax idea should now be incor- 
porated into our system, adoption of the limited 
and work-conditioned form called Family Assist- 
ance Plan, as proposed by the President in his 
recent message to Congress, (HR 14173 and S - 
2986 ) , together with other reforms, would at this 
time be a preferable step to the untested, sweep- 
ing measures proposed in this Report. 

Asa T. Spaulding 

I endorse the findings and Report of the 
Commission. I feel, however, that the recom- 
mended income of $2400 is too low. I would 
urge a minimum income of $3000 as a starting 
level. 

David Sullivan, concurred in by A. Philip 
Randolph 

I am in fundamental agreement with the basic 
tenor and thrust of the Report and I therefore 
associate myself with its main conclusions and 
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recommendations. The Commission has devel- 
oped a report which I consider to be the most 
thorough investigation of poverty in America that 
has ever been published. However, I would like 
to express a separate viewpoint on a few impor- 
tant issues. 

The Report contains a perceptive and deeply 
moving presentation of the facts of poverty and 
a searching analysis of the causes of poverty. 
Based on my own knowledge and my first-hand 
experience of the hearings in which I as well as 
other members of the Commission participated, 
I can thoroughy agree with the material pre- 
sented in the Report about the extent of poverty, 
the description of the inhuman burdens the poor 
must bear, and the most important fact of all — 
that is, that our Nation has both the knowledge 
and the resources to wipe out poverty. 

One criticism I would make of the Report, 
which cuts across specific recommendations, is 
that it is too arbitrary and negative about the 
potentialities of programs other than the income 
supplement for both preventing poverty, which 
is of critical importance, as well as for relieving 
a great deal of existing poverty. I have in mind 
such things as the minimum wage program, 
training and employment programs, the various 
social insurance programs, as well as other pro- 
grams including health services, housing pro- 
grams, day care, etc. 

With respect to these programs, the Report 
assumes a rather peculiar position. After analys- 
ing each of these programs, it points out with 
respect to one after another that it is not a 
panacea, that it alone is not enough to wipe out 
poverty. 

But that is no reason to minimize the contri- 
bution these programs can make to the elimina- 
tion of poverty — each of them individually and 
all of them considered together. If we make proper 
use of all of these programs to the maximum 
extent possible, we will prevent much needless 
poverty and remove many millions of people 
from their present poverty. This is important not 
only for the people who would be directly helped 
but also because there would then be far fewer 
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people who would need the income supplement. 
If fewer people had to depend on the income 
supplement, there would be a much better chance 
of getting that supplement soon to an adequate 
level. Thus, even the people receiving the income 
supplement would benefit indirectly but very 
significantly if we made the maximum use of all 
of these other programs. 

Level of the Universal Income Supplement 

The proposed income supplement of $2400 for 
a family of four is higher than welfare payments 
in some States and higher than the $1600 basic 
payment in the President's welfare reform pro- 
posal 15 but it is not nearly high enough. This 
amount, which is proposed as the total Federal 
contribution to the program, provides only $43 
a month per person or approximately the same 
as the average payment today for families in the 
Aid to Families With Dependent Children 
(AFDC) program, which the Commission re- 
gards as totally inadequate. The $2400 is nearly 
one-third below the official poverty line of $3553 
for 1968. With the rapid increase in the cost of 
living since then, the poverty level would be 
significantly higher today. Yet, as the Report 
makes clear, the official Government poverty line 
is an arbitrary figure which is not only undoubt- 
edly too low but fails to take account of the funda- 
mental problem of extreme income inequality. 

The proposed $2400 payment is even further 
below the lowest 4-person family budget of the 
Bureau of Labor Statistics. According to BLS, in 
1967 over $4,800 was needed "to meet the 
requirements for physical health and social well- 
being of family members, the nurture of children 
and participation in community activities." Of 
course, that $4800 figure for 1967 would be con- 
siderably higher today. 

The Commission was not asked to make rec- 
ommendations on the basis of purely pragmatic 
considerations or even on the basis of dollar costs. 

15 The President's proposal calls for supplementing the 
basic $1600 payment by food stamps valued at $750 for a 
total of $2350. The Commission's proposal calls for im- 
mediate elimination of food stamps. Thus the total amount 
would be almost the same under the two proposals. 
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We were asked to give our best judgment on what 
this country ought to do to eliminate poverty. 

The Report sets forth in the most graphic man- 
ner the incalculable harm continued poverty does, 
not only to its immediate victims but to our 
Nation as a whole. It emphasizes in the most 
emphatic terms the urgency of eradicating the 
continued want and deprivation of the most dis- 
advantaged of our fellow citizens. 

Moreover, the Report makes clear that to rid 
our Nation of the scourge of poverty is not impos- 
sible. The Report states : "It is possible to assure 
economic security for all Americans within the 
basic framework of existing political and eco- 
nomic institutions. It is time to construct a system 
which will provide that security." 

Because I believe that to postpone that com- 
mitment will make the goal of eliminating poverty 
less and not more likely of achievement, I am 
firmly convinced that the universal income sup- 
plement the Commission has recommended 
should assure to its recipients an income no lower 
than the official Government poverty level. If the 
Commission did not wish to take this step immed- 
iately, it should have at least recommended a 
tight timetable for early achievement of that 
objective. 

State Supplementation 

I agree with and support the majority recom- 
mendation that Federal participation in existing 
categorical Public Assistance programs should be 
terminated when the universal income supple- 
ment program becomes effective, provided that, 
at that time, and until the universal income sup- 
plement program reaches an acceptable level, a 
new program of Federal grants-in-aid under 
which the States will maintain, or improve, bene- 
fit levels which exceed the basic level, is estab- 
lished. Study should be given to this matter to 
determine, from among the several alternative 
methods available, the one which would be most 
consistent with the objectives of our proposed 
income supplement program. 



Minimum Wage 

The Report virtually ignores the minimum 
wage as a weapon in the fight against poverty. 
Yet the minimum wage has through the years 
prevented much poverty and could in the future 
be an even more powerful weapon in the fight 
against poverty. It is estimated that if the protec- 
tion of the minimum wage is extended to all work- 
ers and it is raised to $2 an hour, four million 
people will be lifted out of poverty, one-sixth of 
the poor. 

We have somehow gotten used to the idea of 
the "working poor" in this country. These are 
people who work full-time, all year, at jobs which 
are needed and contribute to the economy and 
yet are paid at sub-poverty wages. This is wrong 
and I think the Commission had a duty to say 
that it is wrong. Therefore, as a fundamental as- 
pect of an overall antipoverty program, the Com- 
mission should have recommended extension of 
the minimum wage to all those still denied its 
protection as well as a substantial increase in the 
minimum wage. 

Social Security 16 

Because the Commission focused its attention 
primarily on public welfare and development of a 
viable alternative program to it, it was not able 
to devote much time to consideration of other 
programs. The Report poses a number of impor- 
tant issues with respect to Social Security, but the 
Commission could not study these questions in 
depth. Therefore, instead of making rather off- 
hand recommendations for elimination of de- 
pendents' allowances, minimum benefits and (un- 
specified) similar features, it should have re- 
quested the Advisory Council on Social Security 
to consider these matters just as it requested the 
Council to consider changes in the structure of 
Social Security benefits. 

16 Margaret S. Gordon concurs with this section of Mr. 
Sullivan's statement. 
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The Federal Government has accepted respon- 
sibility for providing all Americans with a meas- 
ure of economic security. This intent has been 
expressed in several major pieces of legislation, 
including the Social Security Act of 1935, the 
Employment Act of 1946, the Manpower Devel- 
opment and Training Act of 1962, and the Eco- 
nomic Opportunity Act of 1964. The fact that 
so many Americans still subsist on inadequate in- 
comes is evidence of a failure to meet this respon- 
sibility. This Appendix will review the major 
existing programs, evaluating them both as indi- 
vidual programs and as elements in an income 
maintenance system. 

Program Types 

There are many government programs affect- 
ing the income levels of individuals. The pro- 
grams that we have reviewed can be placed in 
three categories according to their approach to 
the problem of insufficient income. 



Human Resource Development 

The basic source of economic security for most 
Americans is the money they earn from their jobs. 
The economy is sufficiently productive to provide 
most people with adequate incomes. However, as 
has been noted in Chapter 2 of the Report, many 
find that labor force participation does not pro- 
vide even the minimum income they need. Many 
others find full-time, regular employment is not 
possible. 

The Federal Government has developed a set 
of programs to increase the earning power of 
many individuals. Most of the programs in this 
category are aimed at raising the educational and 
skill levels of potential and actual members of the 
labor force in an effort to make them more pro- 
ductive. Such programs as Adult Basic Educa- 
tion, Neighborhood Youth Corps, and the Job 
Corps are examples of programs which seek to en- 
hance an individual's marketable skills in order 
to increase his income. 
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Social Insurance 

An individual may suffer a significant loss of 
income for a variety of reasons. Social insurance 
programs have been developed over the years 
to assist individuals suffering such losses. While 
employed, workers earn credits which entitle 
them and their dependents or survivors to receive 
payments if their work income is cut off for spec- 
ified reasons, such as unemployment, disability, 
retirement, or death. 

These programs are based on a self-help ethic : 
when employed, workers contribute to their own 
insurance protection against a loss of earnings. 
This insurance income then is made available as 
a right, regardless of income level or need, to those 
who meet tests of coverage and loss of earnings. 

Cash Income Transfers 

Programs in this category provide direct subsi- 
dies to families and individuals on the basis of 
eligibility and need. These programs were created 
to assist those who are considered unemployable 
and those not covered by any form of social 
insurance, as well as those who have some special 
needs. Examples of this sort of program include 
Public Assistance and Veterans Pensions. 

Income-in-Kind 

These programs are a special form of income 
transfer, providing goods and services directly 
rather than offering cash to buy goods and serv- 
ices. They provide direct subsidies for such things 
as food, housing, and medical care. These pro- 
grams include full government subsidies ( Surplus 
Commodity Distribution and Medicaid) and par- 
tial subsidies (Public Housing, Food Stamps, 
Medicare) . 

Criteria for Evaluation 

Because of the large number of income mainte- 
nance programs, many of which have multiple 
objectives, evaluation is difficult; no single simple 
criterion can be developed by which success or 
failure can be readily measured. However, a brief 
review of factors that must be taken into account 
in evaluating programs follows. 



Human Resource Development Programs 

Clearly, the basic test for these programs must 
be their success in improving the skills of partici- 
pants enough for them to find and keep jobs that 
pay adequate wages. Training programs which 
participants are unable to complete or utilize fully 
are a waste of society's scarce resources. More- 
over, if the benefits— measured in terms of higher 
net earnings for participants— do not exceed the 
costs of job training and placement, the program 
requires careful scrutiny. However, a benefit-cost 
ratio less than one does not mean necessarily that 
a program is without merit. The program may 
reflect a conscious decision by society that the 
subjective value of having an individual work is 
a sufficiently important benefit to outweigh the 
sizable costs of a program. 

Transfer Programs 

Social insurance programs and the other trans- 
fer programs involve fairly straightforward pay- 
ments of either money or goods and services to 
individuals. A common set of criteria is useful in 
reviewing these programs. Relevant factors 
include : 

Clearly defined rights: Rights and duties under 
grant programs should be clear to potential par- 
ticipants. Inexpensive and nonprejudicial access 
to appeals procedures and remedies should exist. 
The argument for imposing this requirement rests 
upon a simple view of equity: Persons dealing 
with their Government should be able to under- 
stand their rights and obligations, and to achieve 
their rights and fulfill their obligations easily. 

For example, a program in which an adminis- 
trator follows a clearly specified set of rules and 
procedures in determining eligibility is superior 
to a program in which he must exercise subjec- 
tive judgment on a case-by-case basis. Thus, Vet- 
erans Pension programs, which have a clearly 
specified schedule of benefits and eligibility re- 
quirements, are superior to Public Assistance pro- 
grams under current practice, where the line 
administrator can deny aid and change benefit 
amounts arbitrarily. 
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Adequacy: Transfers of income should be 
made at levels adequate to support the basic 
social objectives of the programs. We transfer 
income for a number of reasons: to assist those 
whose income is below some standard, to encour- 
age certain activities, to equalize opportunity. 
Whatever the rationale or the nature of the pro- 
gram, the transfers of income should be adequate 
to achieve the goals sought. 

Equity: The program should be perceived as 
"fair" by both recipients and nonrecipients. The 
one equity principle that has broad social accept- 
ance is that Government programs should treat 
persons in similar circumstances similarly. 

In the tax system, the principle is reflected in 
the use of equal income and family status as 
indices of equal ability to pay taxes, although 
exceptions are made. In income maintenance 
programs, however, this equity principle is 
violated frequently. Persons in exactly the same 
need circumstances may be eligible for quite 
different benefits. The benefit payments and pro- 
grams for which a widow with children may be 
eligible will depend on where she lives (Public 
Assistance), whether or not her husband has 
served in the Armed Forces (Veterans Pensions), 
and the industry in which her husband was 
employed (Social Security Survivor's Insurance). 

Application of the equity principle would imply 
that persons with the same history of covered em- 
ployment in a social insurance program should 
be eligible for the same benefits, while for pro- 
grams based on need, persons with the same needs 
should receive the same benefits. Equity must also 
be considered in assessing regional differences in 
standards. 

Adverse incentive effects: Grant programs 
should be structured to avoid changing individual 
behavior patterns unless it is clear that the changes 
induced by the income transfer are desirable. 

It is not always possible to make income trans- 
fers without affecting individual behavior pat- 
terns in many ways. Effects may be found in will- 
ingness to work, production and consumption pat- 



terns, the location of economic activity, the flow 
of savings, and the rate of economic growth. An 
adequate system of retirement income protection, 
for example, weakens the bonds of extended fam- 
ily organization, and increases retirement rates. 

Clearly, programs should be structured to avoid 
inducing family instability, undesirable migration 
patterns, and reduction in work effort. A program 
which induces unanticipated and undesirable ef- 
fects creates dissatisfaction and generates demands 
for a patchwork of complementary programs to 
compensate for the perverse incentives. 

Low administrative cost: Transfer programs 
should be designed to minimize the costs of ad- 
ministration. However, evaluation of these costs 
must take into account the objectives of the pro- 
grams and the purposes for which administrative 
funds are used. As the objectives of programs 
grow more complicated, administrative costs be- 
come higher because of the complexity of proce- 
dures which must be adopted. If part of the ad- 
ministrative process is aimed at restricting eligibil- 
ity to a narrow class of recipients, then adminis- 
trative costs will be high — reflecting the cost of 
screening out those not eligible. 

Summary Evaluation of Programs 

Considering all existing income maintenance 
programs in the light of the factors discussed above 
highlights a variety of problems. Despite the fact 
that the programs have resulted in considerably 
higher incomes for recipients and beneficiaries, 
many persons remain unable to work or to com- 
mand decent earnings, and many of these poor 
are ineligible for any aid. Moreover, the present 
system contains gross inequities and creates 
numerous adverse incentives. 

The remaining sections of this Appendix re- 
view the major existing programs in some detail, 
and assess the possibilities of those programs for 
solving the poverty problem. 3 

1 This review draws heavily on detailed staff papers and 
analyses which will be published separately. 
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In our society, work is the basic source of both 
income and social status for all but the very 
wealthy. This has long been the case and it seems 
likely to remain true in the near future : The so- 
ciety in which human labor is not needed does 
not appear imminent. 1 Yet, many people are un- 
able to find regular work, and many who do work 
are unable to earn enough to lift themselves from 
poverty because of low wages, irregular employ- 
ment, large family size, or other factors. 

If this society expects employable people to 
work, then job opportunities should be made 
available to all who can work, and the oppor- 
tunity to acquire the skills necessary to perform 
jobs should be provided. 

Meeting these objectives requires use of a vari- 
ety of techniques and Federal Government poli- 
cies. We rely on general economic policy to insure 
that the level of aggregate demand is adequate 
to keep unemployment low. Manpower and train- 

1 Technology and the American Economy, Report of the 
Nationai Commission on Technology, Automation and 
Economic Progress (Washington, D.C.: U.S. Government 
Printing Office, 1966). 



ing programs exist for employable persons whose 
skills and abilities do not enable them to perform 
available jobs, and various services are available 
to match individuals with jobs. 

Economic Policy and Employment 

The Employment Act of 1946 states that "it is 
the continuing policy and responsibility of the 
federal government ... to promote maxi- 
mum employment, production and purchasing 
power." The attempt to meet this responsibility 
has come to mean an increasingly explicit and 
sophisticated use of monetary and fiscal policy to 
influence the level of aggregate demand for goods 
and services. Changes in aggregate demand affect 
the unemployment rate and the availability of 
jobs. Poverty can be reduced to the extent that 
employment and wages of the poor are increased. 
Federal regulation of minimum wages also affects 
the earning ability of the poor. 

Aggregate Demand 

During the recent period of rapid economic 
growth and declining unemployment, there was 
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a fall in the number of poor people from 36 mil- 
lion in 1964 to 25 million in 1968. 2 

This is consistent with the pattern of the past 
two decades, during which virtually all reductions 
in poverty occurred in periods of prosperity. The 
number of poor persons has declined considerably 
in postwar periods of prosperity and has increased 
in recessions. Rapid growth in employment has 
benefited the poor disproportionately. However, 
the poor also bear a disproportionate share of de- 
clines in employment levels and thus suffer direct- 
ly from efforts to contain inflationary pressure. 3 

While the level of aggregate demand clearly 
has an impact on the incidence of poverty, the 
extent to which monetary and fiscal policy can be 
used to reduce poverty by maintaining rapid 
growth is limited. The use of fiscal and monetary 
policy to affect the level of aggregate demand 
necessarily involves a trade-off between unem- 
ployment and inflation. Efforts to reduce the un- 
employment rate to very low levels may generate 
an unacceptable level of inflation. Efforts to re- 
duce inflation increase unemployment. 

Although economic growth removes many 
from poverty, it does not affect all groups of the 
poor equally. During the last half of the 1960's, 
unemployment levels of non-whites remained at 
almost twice the overall rate. For example, while 
the seasonally adjusted overall unemployment 
rate in May 1969 was 3.5 percent, the nonwhite 
unemployment rate was 6.5 percent. Unemploy- 
ment among youth was about three times the Na- 
tional average. A high incidence of unemploy- 
ment remained in central cities and in depressed 
rural regions, and several million people remained 
in poverty even though their families included 
full-time, year-round employed workers. Many 
others who either could not or who many feel 
should not work, such as the disabled, the aged, 



"U.S. Bureau of the Census, Current Population Re- 
ports, Series P-23, No. 28, "Revision in Poverty Statistics, 
1959 to 1968," August 12, 1969, Table D. 

3 R. G. Hollister and T. L. Palmer, "The Impact of 
Inflation on the Poor," University of Wisconsin, Institute 
for Research on Poverty, Discussion Paper 40-69. 



and female heads of families, also remained in 
poverty. 

Fiscal and monetary policy tools enable the 
Federal Government to affect significantly the 
level of aggregate demand, but it is important 
that these tools be supplemented with policies 
which cushion the blow of unemployment, reduce 
differences in the incidence of unemployment 
among various groups, increase the earning po- 
tential of those who hold low-paying jobs, and 
reduce the inflationary potential of the economy 
at low unemployment rates. 

The Minimum Wage and Poverty 

Another Federal policy by which incomes of 
the employed are affected is the minimum wage. 
The Fair Labor Standards Act requires that in 
general a minimum wage of $1.60 per hour be 
paid for all employment in covered jobs. The 
minimum wage is now $1.30 per hour for all 
workers newly covered by the 1966 Amendments 
to the Act, but this minimum will be increased to 
$1.60 per hour by February 1, 1971. Farm work- 
ers are excluded from this increase. This legisla- 
tion clearly affects the incomes of the working 
poor. 

The inadequate family incomes of the working 
poor result from low wages, insufficient hours of 
work during the year, large family size, or a 
combination of these factors. Thus, evaluating 
the role that can be played by the minimum wage 
in alleviating poverty requires consideration of 
these factors. To the extent that the minimum 
wage raises the hourly wage received by workers 
it increases incomes, but it cannot increase the 
hours of work available or reduce family size. 

Obviously, if a person works a given number 
of hours per year, an hourly wage sufficiently 
high to guarantee a nonpoverty income to that 
person can be computed. If the person is a family 
head, his hourly wage would have to be increased 
for each family member (holding hours of work 
constant). Thus, solving the problem of the 
"working poor" via the minimum wage becomes 
a matter of guaranteeing the appropriate number 
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of hours of work to family workers at a sufficiently 
high hourly wage. The hourly wages that would 
have to be earned by the heads of nonfarm fami- 
lies of various sizes — working 40 hours per week 
50 weeks a year — in order to lift the family from 
poverty are: 

Required 
Family hourly 
size wage 

3 $1.39 

4 1.78 

5 2.09 

6 2.35 

7 2.89 

Two points are obvious. First, a very substan- 
tial increase in the level of the minimum wage 
would be required if families of six or more are 
to escape poverty. Over one-third of the working 
poor families have six or more members. Over 
sixty percent of the persons in poor families headed 
by a nonaged male who worked all year are in 
families of six or more. 4 The minimum wage is 
not a family size-oriented policy tool. Reliance on 
it for eliminating poverty would require family 
size differentials. 

Moreover, simply passing a law to regulate 
wages will not provide the necessary demand for 
low-skill labor sufficient to guarantee 40 hours 
of work per week all year long to all workers. 
Over one-third of poor nonaged household heads 
worked either less than 40 weeks a year or less 
than 35 hours per week in 1966. 5 

Given these facts, we are not left with a very 
sanguine view of the role of this instrument in 
eliminating poverty among those who work. 

Manpower and Training Programs 

Manpower and training programs have great 
appeal as antipoverty weapons since they can be 
directed specifically towards the poor population. 
To the extent that they result in a better match 

'U.S. Department of Health, Education, and Welfare, 
Office of the Assistant Secretary (Planning and Evalu- 
ation), Poverty Status Tabulations, 1966. 

c Special Tabulations from the Current Population Sur- 
vey for the Office of Economic Opportunity. 



between the demand for skills and the supply 
of workers with those skills in the labor force, they 
reduce inflationary pressures which accompany 
economic growth. By enabling workers to upgrade 
skills and move to better jobs, openings may be 
created for workers with fewer skills. Thus, such 
programs not only train the poor, but they also 
improve manpower utilization throughout the 
economy. During periods of rapid economic 
growth employers upgrade their labor force, lower 
hiring standards, and/or offer higher wages. In 
addition, employers increasingly turn to training 
programs as potential sources of labor, thereby 
increasing the effectiveness of programs among 
the population they are designed to help. How- 
ever, training programs cannot succeed unless an 
adequate supply of jobs is maintained to absorb 
the newly trained workers. Thus, a key to the 
success of manpower programs is rising 
employment. 

Recent History of Programs 

Most manpower and training programs have 
a relatively short history in the United States. 
While programs have not been large in scope, 
they have shown both success and great promise 
for the future. The potential of these programs 
has not been fully exploited. It is not easy to 
generalize about them, since there are a great 
many separate programs, and they vary consid- 
erably by region. In fiscal year 1968 about 1.3 
million persons 6 were enrolled in one or another 
of the programs, and expenditures exceeded $1.5 
billion. 7 

The Area Redevelopment Act, which con- 
tained a small training component, was the first 
Federal program aimed at retraining workers. 
Each year since has seen the launching of a new 
Federally-sponsored training effort or the revamp- 
ing of an old one. The first large-scale program, 

0 U.S. Department of Labor, Manpower Administration, 
Manpower Report of the President, January 1969, p. 140. 

7 National Manpower Policy Task Force, The Nation's 
Manpower Programs (Washington, D.G.: U.S. Govern- 
ment Printing Office, January 1969), pp. 30-31. 
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the Manpower Development and Training Act 
( MDTA ) of 1 962, was an attempt to help work- 
ers displaced by industrial relocation or techno- 
logical change meet requirements for unfilled new 
jobs by retraining them for specific jobs available 
in local labor markets. Since then, the continuing 
rise in the level of unemployment among youth 
and the relatively high unemployment rate among 
minority group members have affected program 
development sharply. The shift in attention to 
"disadvantaged" groups is reflected in the 1963 
and 1965 amendments to the Manpower Devel- 
opment and Training Act and in the Economic 
Opportunity Act of 1964. Included in the pro- 
grams enacted by the latter act were the Neigh- 
borhood Youth Corps, the Job Corps, the adult 
work experience and basic education programs. 
The establishment of the Community Action 
Program also led to more training opportunities, 
since local community action agencies funded 
numerous training programs. 

Legislation has not been limited to the creation 
of new training programs. The Vocational Edu- 
cation Act of 1963 attempted to modernize the 
antiquated vocational education system and to 
rectify deficiencies revealed by early experience 
under MDTA. In 1965 a major increase in Fed- 
eral support to the Vocational Rehabilitation Ad- 
ministration was authorized and the administra- 
tive definition of handicapped was broadened to 
include "behavioral disorders . . . which may re- 
sult from vocational, social, environmental or 
other factors." The budget of the United States 
Employment Service, which participated in most 
of the new training programs, also was expanded. 
An attempt also has been made to reorient the 
U.S. Employment Service (designated the U.S. 
Training and Employment Service in the spring 
of 1969) from its historic position as a passive 
labor exchange to a more active placement and 
job development role. Attempts to serve the hard- 
core unemployed have included : outreach efforts, 
such as the use of community workers for recruit- 
ing ; the establishment of branch centers in ghetto 
neighborhoods; the use of mobile units for special 



counseling and testing; referral to occupational 
training; and attempts to develop jobs with em- 
ployers. 

Directions of Development 

Since 1961 two trends in the manpower area 
have become discernible. The first is seen in the 
appropriation of additional funds for direct em- 
ployment of the poor. These programs are small 
and experimental. Amendments to the Economic 
Opportunity Act provide for the direct employ- 
ment of the adult poor in conservation and beau- 
tification efforts (Operation Mainstream), and 
encourage somewhat similar work involving 
youth and adults in urban poverty areas ( Special 
Impact program ) . 

The second trend reflects an attempt to make 
training the disadvantaged a by-product of the 
operation of existing institutions. A 1966 amend- 
ment provided for the creation of subprofessional 
jobs in the public sector (the New Careers Pro- 
gram). Another example is the Job Opportu- 
nities in the Business Sector (JOBS) program. 
This program, co-sponsored by the National Al- 
liance of Businessmen and the Department of 
Labor, has the goal of inducing private employers 
to hire over 500,000 of the hard-core unemployed 
by mid- 1971. Participating firms provide special 
services to these new employees and are eligible 
for Federal financial assistance. 

Major Programs 

The large number of programs makes detailed 
description of all impossible. They fall into two 
general categories: structured training and work 
experience programs. Structured training pro- 
grams provide for a formal set of training require- 
ments leading to qualification for a specific job. 
Work experience programs are defined more 
loosely, and consistent of programs that primarily 
improve attitudes and general skills by putting en- 
rollees in a work environment under supervised 
conditions. 

Three specific programs have played an espe- 
cially prominent role in manpower policy in terms 
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of both longevity and size. Consequently, they de- 
serve careful scrutiny. MDTA and the Job Corps 
are the largest of the structured training pro- 
grams; the Neighborhood Youth Corps is the 
largest work experience program. An understand- 
ing of these basic programs helps illuminate other 
programs. Operation Mainstream, for example, is 
concentrated on an older, more rural segment of 
the population, but otherwise is similar to the 
NYC out-of-school program. The JOBS program 
is in many ways an extension of the on-the-job 
training component of MDTA except that the 
former involves a higher proportion of the hard- 
core unemployed. The Work Incentive Program, 
which was designed to improve the employability 
of welfare recipients, employs the work experience 
concept associated with NYC for a large per- 
centage of the population it serves. For others 
it provides MDTA-like training. 

1. Manpower Development and Training 

The Manpower Development and Training 
Act (MDTA) provides for two distinct com- 
ponents: institutional and on-the-job training 
(OJT). 

Institutional training programs provide formal 
education and training in classroom settings. They 
generally are limited to training for skills which 
can be acquired in less than a year, and for which 
there is a continuous local demand. Examples are : 
auto mechanic, welder, clerk-typist, licensed prac- 
tical nurse, and nurse's aide. A 1963 provision of 
the Act, which allows up to 20 weeks of a basic 
education and employment orientation training 
(e.g., grooming and instructions in handling a job 
interview) has become increasingly important as 
the proportion of disadvantaged trainees has in- 
creased. Training allowances are paid to most 
enrollees to enable them to meet living expenses 
during extended periods of training. 8 

Under on-the-job training programs trainees 
are hired by employers and trained on-site for 

"Garth L. Mangum, MDTA: Foundation of Federal 
Manpower Policy (Baltimore: John Hopkins Press, 1968), 
p. 121. 



specific jobs. Most on-the-job training contracts 
are negotiated with employers at the local level. 
Trainees must be approved by the Employment 
Service for the employer to receive a subsidy, and 
the Employment Service can make referrals. The 
employer has the final decision on whether to hire 
trainees referred, and in most cases the employer 
can refer direct applicants to the Employment 
Service for approval. 

OJT has been favored over institutional train- 
ing by both the Manpower Administration and 
by the Congress, although there is little evidence 
of its superiority. It now accounts for about 50 
percent of MDTA enrollment opportunities. 
While OJT has lower unit costs to the Federal 
Government than institutional training — an esti- 
mated $485 per person completing training as 
opposed to $2,000 for institutional training— this 
comparison is misleading. 9 The most important 
reason for this difference is the training allowance 
which accounts for 60 percent of total institu- 
tional costs. OJT enrollees, of course, produce a 
product and receive a salary. In addition, non- 
subsidized portions of OJT employers' costs never 
appear as Federal budget expenses. Also, institu- 
tional courses tend to be longer. Most importantly, 
OJT enrolls a significantly lower proportion of 
the disadvantaged. The major reason for this 
difference is obvious: Employers generally tend 
to hire the best available workers. As more of the 
disadvantaged are enrolled in OJT, costs will 
increase correspondingly. In the JOBS program, 
for example, where OJT has concentrated on the 
hard-core unemployed, costs have been running 
about $3,000 per trainee. 10 

A distinct advantage that OJT enjoys over 
institutional training is its immediate job rele- 
vancy, coupled with the very high likelihood of 
a job upon completing training. A job environ- 
ment is thought to motivate many trainees who 
react poorly in classroom situations. But the 
employer is less likely than the vocational training 

"Garth L. Mangum, op. cit., Table 4-11. 
10 Emil Michael Aun, "JOBS is Putting People to Work," 
Manpower, Vol. 1, No. 4, May 1969, p. 17. 



Appendix A — Review of Existing Programs 



96 



center to teach skills which might be transferable 
to other jobs. Thus, the greater transferability of 
institutional training in the long run may offset 
the more immediate advantages of narrowly 
oriented OJT training. In the administration of 
the MDTA-OJT program there appears to be 
increasing movement in the direction of using the 
MDTA subsidy as an inducement to employers 
to reduce their hiring standards, with the JOBS 
program the clearest example. 

Evaluation: Cost-Benefit Analyses 

Cost-benefit studies of training programs are 
difficult to interpret. Improvements in earnings 
and employment of participants often can be 
attributed to factors other than their training. 
Changes in general economic conditions, higher 
motivation of those who seek training, and extra 
placement efforts all have been cited as factors 
that can account for improvements after training. 
But differences in employment and training are 
consistently so great that it appears likely that 
some are attributable to MDTA training. 

The number of careful studies of MDTA insti- 
tutional training which relate program benefits 
to their costs is modest and their scope is small, 
localized, and they are beset with data limitations 
and methodological difficulties. Nevertheless, they 
consistently show an adequate return on the Gov- 
ernment's investment. 11 Cost-benefit analysis of 
OJT is even more difficult. For example, the 
specification of an appropriate control group is 

"Studies of MDTA include: U.S. Department of 
Labor, The Effectiveness of the Training Program Under 
MDTA, 1965; David A. Page, Retraining under the Man- 
power Development Act: A Cost-Benefit Analysis, Brook- 
ings Institution Studies of Government Finance, Reprint 
86, 1964; Gerald G. Somcrs, ed., Retraining the Unem- 
ployed (Madison: University of Wisconsin Press, 1968), 
presents summaries of a number of cost-benefit studies of 
retraining programs; Michael E. Borus, "The Economic 
Effectiveness of Retraining the Unemployed," Yale Eco- 
nomic Essays, Vol. 4, No. 2, Fall, 1964, pp. 371-429; 
Michael E. Borus, "Time Trends in Benefits from Retrain- 
ing in Connecticut," and Gerald G. Somers and Graehme 
H. McKechnie, "Vocational Retraining Programs for the 
Unemployed," in Twentieth Annual Winter Proceedings 
of the Industrial Relations Research Associations, Wash- 
ington, D.C., December, 1967 (Madison: University of 
Wisconsin Press, 1968). 
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not obvious. 12 The one cost-benefit study of OJT 
graduates does indicate that benefits substantially 
exceed costs. 13 

2, Job Corps 

The Job Corps provides remedial education, 
training in job skills, and guidance and counsel- 
ing to disadvantaged young men and women 
aged 14 to 21 who require a change in environ- 
ment in order to prepare themselves for re- 
sponsibilities of citizenship and to increase their 
employability. It is a residential program, and 
recruiting has been from among the most poorly 
educated youth. Thus, costs are high relative to 
other programs. In fiscal 1968 the estimated cost 
per man-year of training was $6,727." 

In fiscal year 1968, 109 centers were operated 
at which 100,500 young men and women re- 
ceived a total of 38,110 man-years of training. 
Some are conservation centers, while others are 
in urban areas. 

The civilian conservation centers are operated 
either under interagency agreements with the 
Departments of Agriculture and Interior or are 
contracted to State agencies. The civilian con- 
servation centers emphasize basic education and 
work experience for those trainees with severe 
educational deficiencies. The program also in- 
cludes prevocational training, vocational train- 
ing, counseling, and guidance. About 40 percent 
of the enrollees' time is devoted to conservation 
work. They thus provide both structured train- 
ing and work experience. 

Most of the urban centers are operated under 
contract to private corporations, while the rest 
are directed by universities or nonprofit orga- 
nizations. Besides the obvious absence of con- 
servation work, the urban centers differ from the 

12 For a general discussion, see Robert A. Lcvine, "Evalu- 
ating the War on Poverty," James L. Sundquist, ed., On 
Fighting Poverty (New York: Basic Books, 1969). 

" Planning Research Corporation, Cost Effectiveness 
Analysis of On-the-job and Institutional Training Courses, 
A Report to the U.S. Department of Labor, Office of Man- 
power Policy, Evaluation and Research, Washington, D.C., 
1967. 

"U.S. Senate, 90th Congress, 2nd Session, Hearings 
Before the Senate Appropriations Committee on H.R. 
18307. 
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conservation centers by the greater emphasis 
placed on job-oriented vocational training and a 
somewhat higher level of reading and mathemati- 
cal training. 

Evaluation 

There is little doubt that the majority of Job 
Corps enrollees are better off for the experience. 
Follow-up surveys indicate that this is the con- 
clusion of former Corpsmen themselves. 15 Em- 
ployers who have been surveyed are reported to 
think highly of Job Corps graduates. 16 By June 
1968, 195,000 young people had been in the 
program for one day or longer. About 70 percent 
of these are employed, in the Armed Forces, or 
back in school. Data developed by the Job Corps 
show that for every nine months of enrollment, 
reading ability of Corpsmen was raised the equiv- 
alent of about 1 .5 grades of schooling, and arith- 
metic comprehension about 1.8 grades. 17 

Evaluated either by hours worked or hourly 
wages, former Corpsmen have been better off 
after leaving the Job Corps than they were be- 
fore entering. There is also a strong positive rela- 
tionship between duration of stay in the Job 
Corps and job success. It could be argued that 
Corpsmen would be expected to do better after 
the Job Corps than before simply as a result of 
aging, and that those staying longer are moti- 
vated more highly and therefore do better than 
those leaving earlier. Nevertheless, the differences 
are so great that it is difficult not to attribute some 
of it to the Job Corps. One careful cost-benefit 
study suggests that there is a positive return on the 
public's investment in Job Corps training. 18 



"Lou Harris and Associates, "A Study of August 1966 
Terminations from the Job Corps," March 1967 (mimeo- 
graphed ) . 

10 Patricia A. Goldman, Youth and the War on Pov- 
erty (Washington, D.C.: The Chamber of Commerce of 
the United States, 1966), pp. 46-48. 

17 Office of Economic Opportunity, Job Corps, "Status 
Report No. 3: The Job Corps Evaluation," May 15, 1967 
(mimeographed) . 

18 Glen Cain, "Benefit-Cost Estimate of Job Corps," 
Office of Economic Opportunity, May 22, 1967 (mime- 
ographed ) . 



3. Neighborhood Youth Corps 

The Neighborhood Youth Corps (NYC) has 
served a large number of youths — nearly 1.6 mil- 
lion between 1964 and mid- 1968 19 — at a rela- 
tively low cost. The program has three separate 
but related components: out- of -school, in-school, 
and summer programs. 

In-School and Summer Programs 

These programs provide part-time work oppor- 
tunities for low-income ninth to twelfth-graders 
during the school year and the summer in an 
effort to encourage them to complete high school. 
Employers are usually the local school systems 
or other public agencies. The standard in-school 
enrollee job provides for ten hours of work a week, 
at $1.25 per hour, during the school year. The 
Summer Program provides for a ten- week enroll- 
ment period at an average 26-hour work week, 
with a wage rate of $1.25 to $1.50 an hour. 

Sponsors contribute 1 0 percent of the total cost, 
generally through in-kind services such as admin- 
istrative and supervisory personnel. The bulk of 
the in-school work assignments consists of diverse 
chores around the school, including clerical work, 
aiding teachers, working as library assistants, and 
performing various custodial duties. 

Out-of-School Programs 

The Out-of-School program primarily enrolls 
high school dropouts. The program is expected to 
provide paid employment, work experience, and 
other training which will permit them to partici- 
pate in the competitive job market or encourage 
them to return to school. Supportive services (e.g., 
counseling or remedial education) may be 
provided. 

The average work week under the Out-of- 
School program includes 26 hours of paid work at 
an average wage of $ 1 .40 per hour, two hours of 
remedial education, and two hours of counseling. 
Out-of-school projects are sufficiently varied to 

19 U.S. Department of Labor, Manpower Administra- 
tion, Manpower Report of the President, January 1969, p. 
140. 
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make meaningful generalizations difficult. Most 
frequently, however, girls are assigned to clerical 
and health work, and boys to maintenance, con- 
servation, and custodial jobs. Work is performed 
in hospitals, municipal agencies, community ac- 
tion agencies, public parks, forests, and elsewhere. 

Evaluation 

The contribution that NYC makes to the long- 
run welfare of its participants is unclear. There 
has been little evaluative research on this pro- 
gram. Perhaps the critical question in this respect 
is whether NYC is of any use except as a par- 
tially disguised income transfer mechanism. It 
can be argued that NYC's principal function is 
to serve as an "aging vat," since it provides some 
income and employment to youths until they be- 
come more mature and hence more employable 
in the competitive labor market. 

Sponsors are required to provide "meaningful" 
work for enrollees and to contribute 10 percent of 
costs (all or part of which may be in-kind), but 
frequently, NYC assignments appear to be 
"make-work." However, make-work tasks, even 
if nonproductive, may lead to skill acquisition, 
teach work habits, and can instill self-confidence 
all of which are transferable to the competitive 
labor market. To the extent that this occurs, there 
is a net social gain. 

In evaluating NYC it is useful to look briefly 
at each of its three components. 

In-School: The almost universally accepted 
test of effectiveness of this program is its ability 
to retard dropping out of high school, and there 
is considerable evidence that it does have this 
effect. It is not known whether the causal factor 
in reducing dropout rates is simply the income 
provided by NYC, or whether some other com- 
ponent of the program is partially responsible. 

Summer Program : Although it is justified on 
other somewhat elusive grounds, the summer 
component of NYC appears to be primarily a 
form of "antiriot insurance." For example, a 



former Manpower Administrator of the Depart- 
ment of Labor has noted that "In addition to 
providing needed wages, the Summer Program 
[promotes] good citizenship and positive involve- 
ments in community life. The numerical impact 
... in urban ghettos has also lessened the poten- 
tial for disturbances in these areas ... In a 
sampling of 75 percent of all summer projects 
only three enrollees were arrested for civil 
disorder." 20 

Out-of-School Program: Of the three NYC 
components, the case for the Out-of-School pro- 
gram is the most difficult to make. While some 
data exist on enrollees after leaving the program, 
no such data exist for a control group of non- 
NYC participants with whom a comparison could 
be made. There is a direct correlation between the 
duration of time spent in NYC and the propor- 
tion of former enrollees who were working full- 
time. There is also an inverse relationship between 
the duration of stay and the number who had 
returned to school. There appears to be little rela- 
tionship between the type of NYC assignment 
and later employment. 21 

Less than 10 percent of Federal and sponsor 
funds are used for supportive services, such as 
remedial education, counseling, and vocational 
and prevocational training. Consequently, most of 
the benefits received by an enrollee from NYC 
must be inherent in his job assignment. The fact 
that the median length of stay in NYC is only 
14 weeks, and only one out of five enrollees re- 
mains after 25 weeks, implies that most enrollees 
view NYC as little more than a temporary source 
of income. This is suggested also by the response 
of former enrollees to questionnaires. 22 

20 Testimony by Stanley Ruttenberg, Senate Appropria- 
tions Committee, April 6, 1968. 

n Dunlap and Associates, Survey of Terminees from 
Out-of-School Neighborhood Youth Corps Projects, 
Darien, Connecticut, May 1967. 

"Sar Levitan, Antipoverty Work and Training Efforts: 
Goals and Reality (University of Michigan: Institute of 
Labor and Industrial Relations, 1967), pp. 57-65. See also 
Edwin Harwood, "Youth Unemployment — A Tale of Two 
Ghettos," The Public Interest, Fall 1969, pp. 78-87. 
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The Role of the Employment Service 

The Federal-State employment service system 
has been involved in the implementation of nearly 
every manpower program sponsored by the 
Federal Government. It has been affected signif- 
icantly by these programs, and its ability to im- 
plement them has in many cases determined their 
success or failure. While the Employment Service 
has been regarded as a single system, there are 
really 54 individual systems with over 2,000 local 
offices, each varying widely in orientation and 
effectiveness. 

The traditional role of the service — referring 
qualified workers to employers with job open- 
ings — has given it a reputation for doing little for 
the poor and unskilled. This reputation persists, 
and seems deserved despite attempts to reorient 
the service toward meeting the needs of poor per- 
sons. During its field visits the Commission found 
that the poor and their representatives often view 
a trip to the Employment Service office as a waste 
of time. 

Since 1962, when Federal manpower programs 
began, the U.S. Training and Employment Serv- 
ice (called the U.S. Employment Service prior to 
reorganization of the Manpower Administration 
in early 1969) has undergone considerable change 
in its responsibilities. Because of the Manpower 
Development and Training Act and other legisla- 
tion, it no longer is considered primarily an em- 
ployer-oriented labor exchange; rather, it is sup- 
posed to serve those who are poorly prepared for 
work by helping them meet hiring standards. 

The Economic Opportunity Act of 1964 
created additional functions for the employment 
service system such as referral to Job Corps and 
Neighborhood Youth Corps programs. The Act 
also created a new local institution, the Com- 
munity Action Agency (CAA), to serve as an 
organizer of services and spokesman for the poor. 
Formation of the new local agency — whose funds 
came directly from Washington, bypassing the 
States — has had a substantial impact, particularly 
in urban areas, on the Employment Service and 
on other established service agencies. 



In some cases the CAA's have established com- 
peting institutions, particularly for employment- 
related functions such as "outreach." These activi- 
ties seek to locate the outrof-work poor, to de- 
velop jobs, and to sell employers on the idea of 
"hiring now" rather than waiting until the hard- 
core unemployed are prepared to meet the usual 
employer's specifications. Where these ad hoc job 
placement services have been successful, the local 
Employment Service received both the shock of 
successful competition and a demonstration of 
new techniques. 

In other cases, the CAA's have sought to have 
personnel from the established agencies stationed 
in the neighborhood centers. By summer of 1967 
approximately 800 Employment Service personnel 
had been placed in neighborhood centers in 174 
cities and 35 States. But these 800 people assigned 
to improving the employability of various disad- 
vantaged groups are a small portion of the 10,000 
Employment Service personnel. 23 

Despite the availability of many new services 
for use by the Employment Service in helping the 
poor and other workers to find employment, the 
extent and quality of services provided, is 
unknown. Output is measured almost entirely in 
terms of the number of transactions; little infor- 
mation is available on the characteristics of those 
served, the kinds of jobs found, or the quality of 
the service provided. 

Faced with burgeoning manpower responsibil- 
ity in recent years, the U.S. Department of Labor 
has assigned many programs and activities to the 
Employment Service and has designated the local 
office as a manpower service center for imple- 
menting National manpower programs. However, 
lack of Federal control, the uncertainties of the 
relationships among administrative agencies, and 
the difficulty in obtaining State cooperation have 
often hindered implementation. 



23 Arnold L. Nemore and Garth L. Mangum, Reorienting 
the Federal-State Employment Service (University of 
Michigan: Institute of Labor and Industrial Relations. 
1968). 
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Conclusions 

A general verdict on the performance of the 
Nation's manpower and training efforts cannot 
be rendered. There is great diversity among the 
many programs. Many persons who benefited 
greatly from local projects appeared before the 
Commission in field investigations. Many disil- 
lusioned persons whose experiences were negative 
also appeared. Statistical studies generally indi- 
cate that benefits frequently far exceed program 
costs — both to individual trainees and to society. 

We know that such programs can work, and 
frequently do work, very well. The great variety 
of programs, and the paucity of good evaluative 
research on program operations, lead to an ines- 
capable conclusion : We do not know enough to 
say why some work and some fail, nor are suffi- 
cient data being collected systematically to do this 
in the future. Data that are used for analysis of 
these programs come from individual studies of 
particular projects. While they typically show 
that longer or more thorough training programs 
lead to effective results, they are not generally 
comparable. We do not know with certainty 
what organizational structure is best for delivering 
services or what type of services is best for par- 
ticular individuals. Nor do we know how to insure 
that individuals will be placed in programs most 
appropriate for their needs or how best to coordi- 
nate efforts in the field. 

Regardless of the difficulties with overall eval- 
uation of programs, it is clear that manpower and 
training programs have a large role to play both 
in aiding the poor to increase their earnings capa- 
bilities and in improving the functioning of the 
economy. Also, the very newness of many of these 
programs makes evaluation difficult. Much of the 
past history of these programs must be viewed 
as experimentation. 

However, these programs continually have 
fallen short of serving the total need for such 
services among the poor. Estimates indicate that 
there are "about 1 1 million chronically poor 
people for whom employment could be an escape 



route from poverty." 24 These are the poor persons 
who could be served by training programs and 
related manpower programs. 

While a start has been made in serving the 1 1 
million persons in need, much remains to be done. 
Four and a half million persons have enrolled in 
Federally-assisted manpower programs between 
fiscal 1962 and fiscal 1968. Over two-thirds of 
these enrollments were in the work experience 
programs. 25 The achievements of the three mil- 
lion enrollees in these programs vary by program 
and by locality, but in general work experience 
programs tend to place more emphasis on paying 
for services performed by participants than they 
do on preparing participants for productive work 
outside of the program. Generally they do not 
offer a direct escape route from poverty. Some 
participants acquire good work habits, gain 
self-confidence, receive remedial education, and 
possibly even learn transferable skills, but there is 
little evidence that a substantial number of work 
experience enrollees have been prepared for 
the competitive world by participation in the 
programs. 

Of the original 4.5 million enrollments less 
than one-third — 1.4 million — were in structured 
training programs. Two programs— MDT A and 
the Job Corps — account for slightly less than 90 
percent of this group. 26 Many of the structured 
programs, especially MDTA, have not been filled 
by the poor. There has been increased emphasis 
in these programs on training the poor, but it is 
estimated that between 1962 and 1968 the poor 
accounted for considerably less than two-thirds of 
the total enrollments in structured training pro- 
grams. 27 Furthermore, not all the enrollees com- 
plete the program, nor are all of them placed in 



21 Manpower Report of the President, January 1969, p. 
141. 

* Ibid., p. 140. 

* Ibid., p. 140. 

-' T Commission staff estimate. Data indicating that this 
estimate is high can be found in Education and Training, 
Report of the Secretary of Health, Education, and Wel- 
fare to the Congress on the Manpower Development and 
Training Act (Washington, D.C., U.S. Government Print- 
ing Office, 1969), p. 8. 
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jobs. Of the six-year total of 1.4 million enrollees, 
fewer than 700,000 — about 50 percent — are esti- 
mated to have completed their programs and been 
placed in jobs. The percentage for the poor is un- 
available, but undoubtedly it is lower. Thus, at 
most 3 1 percent of the enrollments in structured 
training programs, or less than half a million, rep- 
resent poor persons who have completed the pro- 
gram, and found employment upon leaving the 
program. 

In 1968, it is estimated that about 36 percent 
of the 357,000 enrollees in structured training 
programs — fewer than 130,000 — were poor per- 
sons who enrolled, completed training, and were 
placed in jobs. These are significant accomplish- 
ments, but clearly only a small part of the esti- 
mated 1 1 million persons in the universe of need 
is being serviced each year by structured training 
programs designed to lead them to gainful 
employment. 

For reasons outlined above, training and man- 
power programs should not focus exclusively, or 



even primarily, on the needs of the poor. But 
conversely, one cannot argue that training pro- 
grams constitute a panacea for the needs of the 
employable poor, or that they are likely to do 
so in the foreseeable future. At present levels 
their impact is hardly felt. Even if greatly 
increased funding were available, it would take 
years to expand the level of operations to a point 
where these programs could make a significant 
dent in the universe of need. 

The relationship between general economic 
policy and manpower programs runs in both 
directions : each reduces the inadequacies of the 
other. It is also clear that if these policies are 
used in the most optimal combinations, there will 
still be many citizens whose incomes will not be 
high enough to enable them to support them- 
selves and their families at the poverty level. All 
of the employable and employed poor cannot be 
dealt with by training in a short period, and even 
a low unemployment rate does not guarantee 
adequate income to all workers. 
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The first major Federal income maintenance 
programs in the United States were established 
by the Social Security Act of 1935. This Act 
adopted social insurance programs, related to 
labor force participation and financed by con- 
tributions, as the basic transfer mechanism for 
maintaining income. Assistance programs (dis- 
cussed at length in the next Chapter) were also 
placed in the Social Security bill because the 
insurance approach was not an effective means 
of coping with immediate income needs. It was 
expected that these assistance programs would 
wither away as social insurance programs 
matured and provided incomes to increasing pro- 
portions of those not working. 

Risks which are predictable for a group but 
outside the control of the individual household 
are covered appropriately by an insurance pro- 
gram. The basic objective of the social insurance 
programs is to replace earnings lost by individuals 
when they retire or when they are removed in- 
voluntarily from the labor force due to death, 



disability, or unemployment. American social 
insurance programs are tied closely to work and 
earnings and are financed by employee and/or 
employer taxes or contributions. They make pay- 
ments to those eligible for benefits without refer- 
ence to their means. 

Major Programs 

The major social insurance programs in the 
United States are Social Security (Old Age, Sur- 
vivors, and Disability Insurance) , which makes 
payments to replace lost earnings to insured re- 
tirees, their dependents and suvivors, and to fam- 
ilies of disabled workers; Railroad Retirement, a 
Government-managed pension plan for railroad 
workers; Unemployment Insurance, which pro- 
vides cash benefits for short periods to insured 
workers who are unemployed involuntarily; and 
Workmen's Compensation, which assists persons 
suffering occupational injuries. A few States 
operate temporary disability insurance programs 
for disabled workers. Veterans Compensation 
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programs, which make payments to veterans with 
disabilities related to their military service, are 
similar to social insurance programs, although 
benefits are not financed out of payroll tax 
contributions. 

The combined transfer of income in 1 968 under 
all of these programs was almost 5 percent of per- 
sonal income. The amounts are shown by pro- 
gram in Table A-3-1 . 

TABLE A-3-1. Social Insurance Benefit Payments, 
1968 

[in billionsj 



Program Benefits 



Old Age and Survivors Insurance $22.6 

Disability Insurance 2.3 

Railroad Retirement 1.5 

Workmen's Compensation 1.6 

Veterans Compensation 1.9 

Unemployment Insurance 2.2 

State Disability Insurance .5 



Total $32.6 



Source: Social Security Bulletin, April 1969, and Veterans 
Administration Yearbook, 1968. 

Private and Government employee retirement 
plans, which have much in common with social 
insurance, accounted for an additional $11 billion 
in transfer payments to beneficiaries. Private pen- 
sion plans have been given some income tax priv- 
ileges and are subject to some regulation by the 
Federal Government. These Government and pri- 
vate employee income maintenance plans are dis- 
cussed briefly in this Chapter. The Health Insur- 
ance program under OASDHI is taken up in 
Part V of this Appendix. 

Old Age, Survivors, and Disability Insurance 
(OASDI) 

Eligibility Determination 

Workers obtain "insured status" under this pro- 
gram by working a specified number of quarters 
in "covered employment," i.e., employment sub- 
ject to the payroll tax. Minimum insurance cov- 
erage for younger workers is acquired after 40 
quarters of covered employment. For workers 
who entered the system late in their working lives, 
fewer quarters of covered employment are needed 



for current eligibility. Eligibility requirements 
vary slightly for the self-employed and for farm 
workers. 

In addition to achieving insured status, a 
worker must meet certain standards in order to 
receive benefits. A worker must be 65 years old 
to receive retirement benefits, although actuarially 
reduced benefits can be received at age 62; he 
must meet certain medical criteria to receive dis- 
ability benefits. 

Benefit payments are subject to an earnings test 
for workers under age 72 which reduces benefits 
by 50 percent of any earnings between $1,680 
and $2,880 and by 100 percent of earnings over 
$2,880. There is no reduction of benefits for in- 
come other than earnings in order to preserve the 
incentive for workers to save. 

Benefit Determination 

The basic benefit, the Primary Insurance 
Amount (PIA), is calculated as a percentage of 
a worker's average monthly earnings in covered 
employment. The average monthly earnings are 
calculated using a base period that excludes some 
years of low earnings. This has the effect of rais- 
ing benefits above what they would be if full life- 
time earnings were used. 

The PIA is calculated by a formula that 
weights lower earnings more heavily than higher 
earnings. 1 Once the basic benefit for a retired 
individual is determined, a wife or a dependent 
husband is entided to an additional 50 percent 
of the PIA. Survivors' benefits also are calculated 
from the PIA. A widow, a dependent widower 
without eligible children, or a dependent parent 
of an insured worker, receives 82.5 percent of 
PIA at age 62. If there are two dependent par- 
ents, each receives 75 percent of the PIA. Sur- 
viving children and widows under 62 with eligible 
children are entitled to 75 percent of the PIA. 
However, maximum payment provisions prevent 
any family from being paid an amount greater 

1 PIA=71 percent of the first $110 of average monthly 
earnings (AME), plus 25.88 percent of the next $290 
of AME, plus 24.18 percent of the next $150 of AME, 
plus 28.43 percent of the next $100 of AME. AME total- 
ing $650 is the ceiling for computing benefits. 
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than the benefit that would be paid to a mother 
and two children. 

The PIA formula is designed to replace a 
higher percentage both of the earnings of low- 
wage workers than of higher-paid workers, and 
of the earnings of workers with dependents than 
of those without. The rationale is that workers 
who earned low wages or who have dependents 
cannot manage on much less than their previous 
earnings. Higher-paid workers and those with 
fewer dependents are more likely to have other 
resources in addition to their OASDI benefits. 
Thus, despite the absence of a means test, an ele- 
ment of presumed need is taken into account. 

Since workers can receive quite different total 
benefits from identical coverage because of dif- 
ferent family structure, time of entry to the 
system, and the like, the relationship between 
contributions paid and benefits received is quite 
tenuous for any individual. 

Upon retirement, a working woman often finds 
that her dependent's benefit, based on her hus- 
band's employment, exceeds her earned benefit. 
Thus, after paying payroll taxes during a working 
career, her benefit may be no higher than what 
she would have received had she never worked. 

Table A-3-2 shows a series of hypothetical 
cases in which there is considerable variation in 
the relationship between payments and benefits. 
In all of these cases it was assumed that the 
worker earned at least as much as the maximum 
earnings base through his working career. The 
lack of a standard relationship between contribu- 
tions and benefits is due largely to the introduc- 
tion of presumed need considerations into the 
program. 

In October 1968, 24.3 million persons received 
benefits from the program. Table A-3-3 shows 
the characteristics of beneficiaries. 

Benefit Amounts 

On the basis of the current formula, benefits 
can range from $55 to $218 for an individual 
and from $82.50 to $434.40 for an individual 
with dependents retiring at age 65. Since the 



base of covered earnings has been raised recendy, 
the highest amounts under these schedules will 
not be paid as benefits until those currently con- 
tributing under this schedule become eligible for 
benefits. Retirement at age 62 is permitted, but 
early retirees suffer an actuarial reduction in their 
monthly benefit of as much as 20 percent. 

The average monthly benefit payment for 
retired workers was $99 in April 1969, for their 



TABLE A-3-2. Ratio of Ten-Years' Benefits to Total 
Tax Payments, OASI, as of January 1, 1966 a 



Beneficiary category Ratio 



Single individual retiring at age 65 2.3 

Married man, wife never employed, retiring at 

age 65 3.5 

Married man (65), wife (62, never employed), 

child (15) 3.9 

Farm worker, wife never employed, retiring at 

age 65 5.0 

Military serviceman, wife never employed, both 

age 65 6.5 

Self-employed individual (nonfarm), age 65 ..... 4.4 



» Taxes accumulated and benefits discounted at 3 percent 
interest. 

Source: Elizabeth Deran, "Income Redistribution under 
the Social Security System," National Tax Journal, September 
1966. 



TABLE A-3-3. Old Age, Survivors, and Disability In 
surance Beneficiaries, October 1968 

[in millions] 



Type of beneficiary Number 



Retired workers and dependents 15.4 

Retired workers 12.2 

Wives and husbands 2.6 

Children .5 

Disabled workers and dependents 2.3 

Disabled workers 1.3 

Wives and husbands .3 

Children .8 

Survivors of deceased workers 5.9 

Widowed mothers .5 

Children 2.5 

Widows and widowers 2.9 

Parents * 

Persons with special age-72 benefits .7 

Primary .7 

Wives * 



Total 24.3 



• Under 50,000 

Source: U.S. Department of Health, Education, and Welfare, 
Social Security Administration, Monthly Benefit Statistics, 
Dec. 17, 1968. 
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wives and husbands it was $51, and for their 
children it was $38. These benefits are the prin- 
cipal source of income for most aged households, 
and the sole source for many. If these benefits 
were excluded from their incomes in 1965, only 
one-third of aged households would have had in- 
comes above the poverty level, while with these 
benefits more than two-thirds were above the 
poverty line. 2 

Average benefits to the disabled are somewhat 
higher. As of April 1969, the average monthly 
benefit for disabled workers was $112, for their 
wives or husbands $38, and for their children 
$35. The higher average benefit for disability is 
due to the stricter eligibility requirements which 
eliminate the occasional worker whose AME is 
likely to be lower. Survivors received the follow- 
ing average benefits in April 1969: widowed 
mothers $75 ; children $7 1 ; widows and widowers 
$87; parents $88. Almost one million nonaged 
beneficiary households remained poor in spite of 
their Social Security benefits in 1965. 3 

Earnings Replacement 

Benefits replace almost 75 percent of the earn- 
ings of an individual retired worker with average 
monthly earnings of $74, but the percentage de- 
clines to about 50 percent for average monthly 
earnings of $200, about 39 percent for earnings of 
$400, and 34 percent for earnings of $600. Bene- 
ficiaries with dependents receive a higher per- 
centage of their previous earnings. These 
replacement rates overstate the extent to which 
benefits are maintaining the living standards of 
beneficiaries after loss of earnings, because the 
computation includes earnings over a long period 
of time. Thus, the average monthly earnings fig- 
ure Often is considerably below the income levels 



2 Mollie Orshansky, "Counting the Poor: Before and 
After Federal Income Support Programs," Old Age In- 
come Assurance, Part lis The Aged Population and 
Retirement Income Programs, Joint Economic Committee, 
Subcommittee on Fiscal Policy, 90th Congress, 1st Ses- 
sion, 1967, p. 223. 

3 Orshansky, op. cit. 



of beneficiaries immediately prior to loss of 
earnings. 

Effects on Poverty 

Social Security benefit increases in the past 
have been motivated, not so much by a desire' to 
share the benefits of rising National income with 
those receiving benefits as by the need to do some- 
thing about the severe economic problems facing 
those with fixed incomes in the face of rising 
prices. Nevertheless, in 1965, over three million 
aged beneficiary households were poor. A recent 
study indicates that even fairly liberal increases in 
Social Security benefits together with improve- 
ments in private pension plans would not elimi- 
nate poverty among older people by 1980. 4 

The Social Security Administration has esti- 
mated that raising the minimum Primary Insur- 
ance Amount to $100 in 1970 would lift 1.1 
million beneficiaries out of poverty. The $100 
minimum monthly benefit would amount to an 
annual income equal to 69 percent of the poverty 
line for a single person and 80 percent for a mar- 
ried couple (including the spouse's allowance of 
50 percent of PI A) . However, many beneficiaries 
would remain poor and, of course, the aged poor 
nonbeneficiaries would be unaffected. 

The cost of raising the minimum Primary In- 
surance Amount to $100 is estimated to be $2.9 
billion, over two-third of which probably would 
go to presently poor beneficiaries. However, since 
it is difficult to raise the minimum without mak- 
ing some adjustment in higher benefit levels, the 
ultimate cost would undoubtedly be higher, while 
the proportion of total increased benefits going 
to the poor would be lower. 

Clearly, raising OASDI benefit levels would be 
inefficient in eliminating poverty among the pop- 
ulation groups it covers because of its lack of 
selectivity. Each increase in benefit levels increases 
the income of poor beneficiaries— but also in- 
creases the income of the many non-needy 



* James H. Schultz, The Economic Status of the Retired 
Aged in 1980: Simulation Projections, U.S. Department 
of Health, Education, and Welfare, Social Security Ad- 
ministration, Research Report No. 24, 1968, pp. 49 and 54. 
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beneficiaries significantly. The proportion of an 
increase in benefits going to the poor will vary 
with the formula used. A study prepared recently 
at the Department of Health, Education, and 
Welfare indicated that as little as 14 to 19 percent 
of increased benefit payments from overall in- 
creases in benefits ranging from 10 percent to 
50 percent woud go to the poor. A 50 percent 
benefit increase would have removed less than 
half of the aged poor from poverty. 5 This reflects 
the success of the program in keeping many 
beneficiaries out of poverty. But the more success- 
ful a program has been in keeping its beneficiaries 
out of poverty, the smaller the proportion of any 
increment in benefits that can go to the poor. 

TABLE A-3-4. Coverage of the Labor Force Under 
OASDI, 1967 

[in millions] 



Labor force group Number 



Total paid employment (including self-em- 
ployment , 77.9 

Eligible for coverage 72.6 

Coverage in effect 69.9 

Not eligible for coverage B 5.2 



* Includes some agricultural workers, Government em- 
ployees, domestic service workers, and others who are not 
eligible for coverage. 

Source: Social Security Bulletin, March 1969, p. 51. 

Program Coverage 

In 1967, 92 percent of all persons who reached 
the age of 65 were eligible to receive OASDI 
benefits, and coverage is increasing. About 84 
percent of persons currently age 65 or over 
receive benefits. Nevertheless, OASDI is not 
universal even as an employment-related pro- 
gram. Several million Americans will continue 
to face old age with no right to a benefit or with 
only minimal coverage. This group includes the 
chronically unemployed, those who have spent 
much of their lives in institutions, dependents 
outside marriage, and those who have been sup- 
ported by income from property. Except by 
blanketing-in all of the aged, as has been done for 

"U.S. Department of Health, Education, and Welfare, 
Office of the Assistant Secretary (Program Coordination), 
Income and Benefit Programs, October 1966, p. 16. 



persons over 71, there is no way to make OASDI 
a universal program. Making the program uni- 
versal would break the link with employment. 

Financing and Administration 

The OASDHI program is financed by an ear- 
marked payroll tax of 9.6 percent (1.2 percent 
for Health Insurance), with half paid by the 
insured worker and half by his employer. The 
tax rate is scheduled to increase to 11.8 percent 
by 1987. Current contributions are used to pay 
current beneficiaries rather than the contributor 
himself when he retires. Insured workers earn 
the right to a future benefit which will be paid 
by the then-current working generation. 

The OASDI trust funds stood at $25.5 billion 
at the end of the 1968 fiscal year, an amount 
approximately equal to one year's benefit pay- 
ments. The funds have not grown as fast as bene- 
fits for the last several years and, under present 
policy, will grow no faster than total benefit 
payments in coming years. 

The Federal Government administers the pro- 
gram, maintaining over 700 local offices to proc- 
ess claims and deal with applicants and bene- 
ficiaries. Eligibility determination and benefit cal- 
culations are rapid and impersonal, leaving little 
discretionary authority to administrators over 
these crucial aspects. Administrative costs are 
low — an estimated 2 to 3 percent of benefits 
paid. 0 

Evaluation 

judged by most of the criteria for transfer plans 
discussed earlier, OASDI stands up quite well. 
Rights and conditions for benefits are speci- 
fied clearly and administrative costs are low. Tax- 
es and benefits may have some distorting effects 
on economic decisions. One study estimates that 
there is a $0.7 billion economic efficiency loss due 
to misallocation of resources that is attributable to 
the employer share of the payroll tax. When com- 
pared to the effects of other taxes, however, this 

"Robert J. Meyers, "Administrative Expenses of the 
Social Security Program," Social Security Bulletin, Sep- 
tember 1969, p. 20. 
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is not high. In addition, there may be a slightly 
adverse impact on aggregate employment from 
the employer tax. 

While benefits need not be equal to contribu- 
tions in a social insurance scheme, individual 
equity would require proportionality. As we have 
seen, however, the relationship between taxes 
paid and OASDI benefits received can vary wide- 
ly. The system does not stand up very well on this 
criterion, since an estimated one-third of OASDI 
benefits are unearned. 7 Thus, the program redis- 
tributes $8 billion. This redistribution flows from 
higher to lower-wage earners, from those without 
to those with dependents, from those eligible bene- 
ficiaries who work to those who retire, and so on. 
Some of the redistribution is perverse in relation 
to income since some of the unearned benefits go 
to those whose incomes in old age are relatively 
high, and a high proportion to those who are not 
poor. Clearly OASDI has suffered from attempts 
to make it serve ends for which this kind of social 
insurance is not well-suited. In an effort to provide 
adequate incomes for those covered, individual 
equity criteria have been violated. It is clear, 
though, that benefits are not adequate for many 
of those whose primary source of income is 
OASDI. It is also clear that the system as de- 
signed cannot meet those needs. A program which 
makes benefit payments related to earnings can- 
not pay adequate benefits to those with inade- 
quate earnings records. 

Railroad Retirement 

Railroad Retirement is a Federally-operated 
program for about 700,000 employees of the rail- 
road industry. The program came into being in 
1937 to save private railroad pension plans from 
incipient bankruptcy. While it is basically a pen- 
sion plan for one industry, it is Government-oper- 
ated and integrated with OASDI. 

' Elizabeth Deran. "Some Economic Effects of High 
Taxes for Social Insurance," in Old Age Income Assur- 
ance, Joint Economic Committee Print, Subcommittee oh 
Fiscal Policy, 90th Congress, 1st Session, 1967. 



Benefits of almost $1.5 billion were paid in 
1968 to almost one million beneficiaries, two- 
thirds going to retired and disabled workers and 
the other third to survivors. The benefit formula 
for Railroad Retirement is similar to the one used 
in the OASDI program, except that benefits are 
guaranteed by law to be at least 10 percent higher 
than those the beneficiary would have received 
had he been under Social Security. 

The program is financed by a tax, levied 
equally on employers and employees, of 17.9 per- 
cent in 1968 (including 1.2 percent for Health 
Insurance). This is 9.5 percentage points above 
the combined OASDHI rate. In later years the 
Railroad Retirement rate is scheduled to remain 
9.5 points above the OASDHI rate until a maxi- 
mum of 21.3 percent is reached. The Railroad 
Retirement Fund is reimbursed by the OASDI 
fund for benefits earned but not paid because 
retirees draw benefits from the Railroad Fund 
only. 

To qualify for a railroad pension a person must 
have ten years in covered railroad employment 
and a current attachment to the industry. Other- 
wise, railroad credits are combined with OASDI 
credits, and the pension is paid by OASDI. Work- 
ers can qualify for pensions under both plans. 

Benefits are employment-tested in that they are 
not paid in any month for which the recipient 
works for a railroad employer or the employer 
from whose service he retired. Under OASDI the 
retirement test penalizes any labor force partici- 
pation, while under Railroad Retirement benefits 
are denied, in general, only for working in the 
railroad industry. Thus, railroad retirees have a 
better opportunity for improving their income in 
old age than do OASDI beneficiaries. 

Unemployment Insurance 

The objective of Unemployment Insurance 
programs is to provide cash benefits to regularly 
employed workers during limited periods of invol- 
untary unemployment. The Social Security Act 
of 1935 exempted States with Unemployment 
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Insurance programs from 90 percent of the Fed- 
eral employer payroll tax, and all of the States 
now operate such programs. 

In addition to their regular Unemployment 
Insurance programs, the States also administer 
two unemployment insurance programs for the 
Federal Government, one for Federal employees 
and one for ex-servicemen. The Federal Railroad 
Retirement Board administers an unemployment 
insurance program for railroad employees. 

Eligibility 

A worker becomes eligible for benefits after a 
certain period of insured employment. The length 
of time for which benefits may be paid depends 
on the number of weeks of covered employment 
that the worker has had. 

Nearly all States provide benefits for a maxi- 
mum of 26 weeks. However, the duration of 
benefits for each individual varies with his past 
earnings and employment experience in most 
States. In many cases, then, a claimant is not 
entitled to benefits for the maximum period. In 
1967 about one-third of all beneficiaries in three 
Southern States and one-quarter in 25 other States 
exhausted their benefits while still unemployed. 
In recessions the proportion of workers exhaust- 
ing their entitlement rises significantly. During 
two recessions in the past ten years Congress has 
extended Unemployment Insurance benefits be- 
yond the usual maximum period and financed the 
extension with increased Federal unemployment 
payroll taxes. 

A worker must register with the Employment 
Service if he is drawing benefits, and be prepared 
to accept suitable employment if offered. 

Benefit Levels 

In 36 States the weekly benefit is a specified 
proportion of the claimant's average wages dur- 
ing his highest quarter within a specified period ; 
in other States it is a percentage of the worker's 
average weekly wage, with a ceiling set at 50 or 
60 percent of the State's average weekly wage. 
On January 1, 1969, the maximum weekly bene- 
fit ranged from a low of $34 in Mississippi to $72 



in Hawaii. Eight States pay an additional allow- 
ance for dependents. 

Weekly benefits were about 50 percent of the 
average wage in every State in 1939, but have 
not kept up with the growth in wages. Currently, 
weekly benefits are often too low in relation to 
lost wages to enable workers to meet basic and 
nondeferrable expenses. The maximum benefit 
in States without an allowance for dependents 
ranges from 31 percent to 60 percent of the 
average weekly covered wage; in the few States 
with dependents' allowances, it ranges from 31 
percent to 50 percent of the average weekly 
covered wage. For the Nation as a whole, the 
$43 average benefit payment in 1 968 was about 
34 percent of the average weekly wage in covered 
employment. 

Coverage 

In 1968 more than 50 million workers were 
covered by State Unemployment Insurance pro- 
grams. For the Nation as a whole, 80 percent of 
nonagricultural employment was covered, but 
there was a wide variation among States, rang- 
ing from 100 percent coverage in Hawaii to 59 
percent in North Dakota. More than 26 million 
workers, almost one-third of the labor force, were 
not covered because their employer was exempt 
from the Federal Unemployment Insurance tax 
or because they were self-employed. This group 
included : State and local government employees, 
domestic service workers, employees of nonprofit 
organizations, those working for very small firms, 
and most agricultural workers. 

The restrictive coverage and benefits of the 
Unemployment Insurance program can be 
attributed, in part, to the problems which unem- 
ployment presents as an insurable risk. There is 
an interdependency among employable units 
which makes predictability and, therefore, actu- 
arial soundness in program financing, difficult to 
achieve. It is also difficult to determine the extent 
to which unemployment is involuntary for a 
particular individual. Moreover, employees do 
not contribute directly toward their own benefits. 
These problems have led many employers and 
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legislators to believe that costs of the program 
could get out of hand, and have hampered 
attempts to improve the programs. 

Many of the gaps in coverage reflect conscious 
choices not to insure seasonal jobs, where large 
annual periods of unemployment are predictable. 
A study of the Massachusetts Unemployment 
Insurance program shows that about one-third of 
benefits paid are for seasonal unemployment 
and that four industries accounted for a dis- 
proportionately large share of aggregate benefit 
payments. 8 

Financing 

Unemployment Insurance is financed by a 3.1 
percent Federal payroll tax. Employers may 
claim a tax credit for 27 percent of their covered 
payroll if taxes are paid to a Federally approved 
State Unemployment Insurance plan. The Na- 
tional average effective employer tax rate on 
taxable wages up to $3,000 per worker per year 
in 1968 was 1.5 percent. Rates vary in each 
State in response to changes in the volume of 
benefit payments. As a result of this practice, tax 
rates tend to rise in recessions and fall in periods 
of prosperity, exerting a perverse economic effect. 

Federal law requires the States to rank employ- 
ers according to the amount of Unemployment 
Insurance benefits they generate in relation to 
their payrolls and to lower the taxes of those em- 
ployers given a merit rating. As a result of merit 
rating, employer tax rates vary widely in and 
among the States. Employers are given an incen- 
tive to stabilize employment but also to contest 
employee claims, and to lobby for continuation 
of low benefit levels. Merit rating can be expected 
to be effective in reducing unemployment only 
if individual employers have power to control 
unemployment. But many employers have no 
power to even out seasonal production and em- 
ployment patterns or to arrest declines in de- 
mand for their products. 

8 Charles Warden, "Unemployment Compensation in 
Massachusetts," Otto Eckstein, ed., Studies in the Eco- 
nomics of Income Maintenance ( Washington, D.C.: 
Brookings Institution, 1967), pp. 88-89. 



Workmen's Compensation 

The statutory framework of Workmen's Com- 
pensation comprises 54 separate acts: 50 State 
acts, one act each for the District of Columbia 
and Puerto Rico, and two Federal acts. During 
1967, Workmen's Compensation programs cov- 
ered slightly more than 80 percent of the em- 
ployed labor force. The programs are financed 
by employer premiums paid to either contracting 
private insurance carriers, a State fund, or em- 
ployer self -insurance reserves. Under 31 laws cov- 
erage by employers is compulsory; under the re- 
maining 23 it is elective, but the employer not 
electing loses his right in court to use certain legal 
defenses against damage suits. 

The programs made compensation awards of 
$1.6 billion and paid medical benefits of $0.8 
billion in 1968. Two-thirds of the benefits were 
paid by private carriers. Benefits are paid in lump 
sum or in monthly amounts, depending on cir- 
cumstances. They are paid for temporary total 
disability, permanent total disability, and perma- 
nent partial disability. Death benefits are paid to 
dependent survivors. Although the laws were 
envisioned as wage replacements, limits set on 
periodic and aggregate payments and schedule 
payments for specified injuries have compromised 
that objective. Wage replacement rates vary 
widely but seldom attain the usual statutory goal 
of two-thirds replacement. 

Veterans Compensation 

Veterans Compensation generally is not con- 
sidered as a form of social insurance, since it is 
not financed by a payroll tax. However, it is a 
program in which society assumes the risk of in- 
jury for those serving in the Armed Forces. (Vet- 
erans benefits not based on service-connected 
death or disability are discussed in the next Chap- 
ter. ) Payment features are quite similar to other 
forms of social insurance. Benefits are paid to 
wartime and peacetime ex-servicemen who in- 
curred a disabling condition because of military 
service. In fiscal year 1968, 2 million veterans 
and 0.5 million dependents of deceased service- 



Appendix A — Review of Existing Programs 



110 



men received $2 billion in Veterans Compensa- 
tion benefits. 

Monthly compensation payments are related 
to the degree of disability. Disability ratings os- 
tensibly reflect loss of earning power, but they do 
not take into account the physical and mental 
requirements of the veteran's prior civilian occu- 
pation, perhaps because he has access to intensive 
vocational rehabilitation. For a given disability 
rating, benefits for peacetime injuries are 80 per- 
cent of benefits for wartime injuries. Currently, 
wartime disability benefit levels range from $23 
monthly for a 10 percent disability to $400 
monthly for a 100 percent disability. Additional 
benefits are paid to veterans who suffered loss of 
limbs or organs, or who are helpless. These addi- 
tional benefits may bring total compensation to as 
high as $950 per month. For veterans rated 50 
percent or more disabled, dependents' allowances 
are provided. 

Monthly support payments also are made to 
surviving dependents of veterans who died in serv- 
ice or later from effects of military service. Bene- 
fits for a widow are $120 plus 12 percent of the 
current monthly basic pay received by a service- 
man of the same rank and years of service as the 
deceased veteran. Other allowances are provided 
for children and parents of the veterans. On 
June 30, 1968, Veterans Compensation benefits 
were being paid to almost 1 60,000 widows, 74,000 
children, 180,000 dependent mothers, and 68,000 
dependent fathers. 

Veterans Compensation has elements of income 
replacement and indemnification for injuries in 
service. Some indemnification for occupational, 
physical, and psychological impairment is justi- 
fiable in Veterans Compensation as it is in Work- 
men's Compensation but, in general, veterans are 
treated more generously than industrial workers. 

Temporary Disability Insurance 

Four States have temporary disability insur- 
ance programs that provide for maintaining the 
incomes of workers who are unable to work due to 

Appendix A — Review of Existing Programs 



nonoccupational short-term disability. These pro- 
grams are small, paying benefits of $0.5 billion 
in 1968. 

In three States, California, New Jersey, and 
Rhode Island, these programs are operated as 
an extension of Unemployment Insurance; in 
New York the program follows more closely the 
State's Workmen's Compensation Act. In 1967 
about 14 million workers were covered. The types 
of workers excluded are interstate railroad 
workers, Government employees, and some em- 
ployees of nonprofit institutions. Domestic em- 
ployees are excluded in three States. Employers 
and self-employed persons and agricultural 
workers are covered only in California. The maxi- 
mum benefits in these programs have tended to 
lag behind average statewide wages. 

Employee Pension Plans 

Employee retirement systems are offered by 
Federal civilian and military agencies, State and 
local governments, and many private organiza- 
tions. They provide retirement incomes to those 
who fulfill specified employment requirements in 
a particular organization or industry. Though 
limited in scope, these plans have many of the 
characteristics of social insurance programs and 
must be considered briefly in any review of such 
programs. 

Generally workers covered by private em- 
ployee pension plans also are covered by 
OASDI. This is not the case, however, with Fed- 
eral civilian employees, some State and local 
government employees, and workers in un- 
covered nonprofit institutions. Many other work- 
ers have acquired coverage under more than one 
employee retirement plan as well as under 
OASDI, although precise data on the extent of 
overlapping coverage have not been developed. 

As a result of this uneven distribution of pen- 
sion plans, one individual may work throughout 
his lifetime as an agricultural laborer, having 
earned only the right to an impoverished old age. 
Another individual may retire after 20 years of 
service with a military pension and the right to 
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an OASDI benefit at age 65. He may then work 
in industry earning the right to a private pension. 
At age 65, he may enjoy an income as large as 
any he received when actively employed. 

In 1962, private and Government employee 
pension plans contributed 1 1 percent of the in- 
come of aged couples and 8 percent of the in- 
come of unmarried aged persons. 0 Within this 
amount, benefits paid from private pension plans 
alone provided about 3 percent of the total in- 
come of the aged, while Government employee 
plans contributed the greater portion. 

Most private pension plans are designed as a 
supplement to the OASDI program, not as a 
sole source of retirement income. In 1 966, private 
pension plans paid beneficiaries an average of 
$1,200 a year, although the range in payments 
was very large. Because the size of a private pen- 
sion benefit is strongly correlated with non-pen- 
sion income, pension benefit payments are con- 
centrated in the middle and upper-income classes 
of the aged. 

Combined coverage under Government and 
private pension plans included about 26.4 mil- 
lion households in 1966. It has been estimated that 
less than half of those covered by private pen- 
sion plans actually will draw benefits under their 
present plan or any private plan. 10 Most em- 
ployees lose their rights to private pensions if 
they change employers. Only a few pension plans 
vest transferable credits in the employee, except 
after a certain age and length of service. Thud 
well-defined rights are not made available to 
younger participants. 

As supplements to OASDI, private plans serve 
a worthwhile purpose, despite the shortcomings 
noted. Broader coverage, which would increase 
the chances that persons covered eventually would 
draw a pension from some plan, could contribute 

"Lenore A. Epstein and Janet H. Murray, The Aged 
Population of the United States, U.S. Department of 
Health, Education, and Welfare, Social Security Ad- 
ministration, Office of Research and Statistics, Research 
Report No. 19, p. 291. 

10 Merton G. Bernstein, The Future of Private Pensions 
(Glencoe, Illinois: The Free Press, 1964), p. iii. 
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much to the overall effectiveness of private plans 
relative to public retirement income systems. 

Government employee pension plans serve as 
substitutes for OASDI coverage for Federal em- 
ployees and are sometimes integrated with 
OASDI for State and local government workers. 
The government retirement plans are often sim- 
ilar to OASDI, with benefits weighted towards 
workers with low earnings. The diversity of plans 
makes it difficult to generalize about State and 
local government pension plans. 

In a recent study, it was demonstrated clearly 
that the entire system of public and private pen- 
sion programs is not adequate to meet the income 
needs of retired workers. The study found that 
the existing pension system could be expected by 
1980 to have produced a sizable upward shift 
in the distribution of pension income for the aged, 
but about 50 percent of aged couples could ex- 
pect to receive total pension incomes of less than 
$3,000, and slightly over 86 percent of the un- 
married aged could expect to receive less than 
$2,000." 

Conclusion 

Social insurance and related programs in the 
United States have achieved considerable suc- 
cess in cushioning drops in income among house- 
holds eligible for benefits. Frequently, these 
households are kept from falling into poverty 
when death, disability, retirement, or unem- 
ployment occur. In 1965, 59 percent of Social 
Security beneficiary households would have been 
poor were it not for their benefits, and 56 per- 
cent of Unemployment Insurance recipients 
would have been poor in the absence of that 
program in 1961. 12 

But while social insurance has been effective 
for dealing with transitory poverty and in pre- 



u James H. Schulz, op. cit., p. 54. 

12 Orshansky, op. cit., and Robert S. Lampman, "How 
Much Does the American System of Transfers Benefit 
the Poor?" in Leonard H. Goodman, ed., Economic Prog- 
ress and Social Welfare (New York: Columbia Uni- 
versity Press, 1966). 
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venting poverty, it has not helped chronically 
poor households to escape from their poverty, 
nor can it do so. As long as most benefits are 
related to contributions based on earnings — no 
matter how tenuously — those who have no 
earnings or who have very low earnings are left 
uncovered or inadequately protected by the pro- 
grams. Social insurance programs do not alter 
society's basic income distribution mechanism. 
Consequently, the same factors that result in 
many persons having very low earnings and 
spotty employment records will leave many of 
the same people and their dependents with low 
incomes upon retirement, disability, death, or 
unemployment. 

The attempt to provide for social insurance 
beneficiaries with a minimum income by re- 
distribution from higher to lower contributors is 
contrary to the principle of the "earned benefit" 
or "individual equity" approach, which dis- 
tinguishes social insurance from assistance pro- 



grams. While it is possible to dispense with these 
original conceptions of social insurance and to 
design the benefit structures of such programs 
to provide minimum income floors for their par- 
ticipants, this would diminish the rational basis 
for supporting them as insurance programs. 
These programs may not be able to maintain 
their popular support if benefit schedules diverge 
more and more from the earned benefit prin- 
ciple. Moreover, a growing divergence might 
raise doubts about continuing to finance the 
programs through individual and employer 
contributions. 

Because no program exists to provide a mini- 
mum income floor for all households, such objec- 
tives have been infused into social insurance pro- 
grams. The establishment of a means of provid- 
ing a minimum income for all would allow bene- 
fit schedules of social insurance programs to 
focus on providing adequate income replace- 
ment for the lost earnings of their contributors. 
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Many Government programs directly support 
individual cash incomes through cash grants. The 
major income support programs aimed at the 
poor are Public Assistance and Veterans Pensions. 
Broadly conceived, the Federal income tax also 
supports income through its exemptions, deduc- 
tions, and special features, which allow some peo- 
ple to retain income that would otherwise be paid 
out in taxes. Agricultural price support programs 
and various other Government subsidies also help 
maintain individual incomes. 

Public Assistance 

Public Assistance is the major cash income Sup- 
port program aimed specifically at the poor. The 
basic components of current Public Assistance 
programs were enacted in the midst of the De- 
pression in 1935, along with Old Age and Sur- 
vivors Insurance and Unemployment Insurance. 
Aid was granted only to certain categories of the 
needy: the blind (Aid to the Blind), the aged 



(Old Age Assistance), and mothers with de- 
pendent children (Aid to Families with Depend- 
ent Children). Membership in one of these cate- 
gories was accepted as proof of nonemployability. 
In later years a program for the disabled (Aid to 
the Permanently and Totally Disabled) was 
added, and an Unemployed Father (AFDC- 
UF) provision was added to AFDC to assist fami- 
lies with an unemployed father in the home. 
These Federally supported programs cover the 
bulk of Public Assistance, but there are also State 
and local programs of General Assistance in 
which the Federal Government has no part. The 
General Assistance programs are not necessarily 
restricted to any categorical group and are small 
in scope. In February 1969 more than 10 million 
Americans were receiving aid from all Assistance 
programs, including General Assistance. 

Although the programs are financed jointly by 
Federal, State, and local governments, they are 
administered at the State and local level. The 
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aggregate expenditure for cash assistance bene- 
fits in 1968 was $5 billion, of which the Federal 
share was $3.1 billion. Table A-4-1 shows the 
expenditures by program for calendar 1968, and 
the number of recipients aided by each program 
at some point during the year. 

TABLE A-4-1. Number of Recipients of Public Assist- 
ance and Money Payments to Recipients by Program, 
1968 



Program 



Old Age Assistance (OAA) . . 

Aid to Blind (AB) 

Aid to the Permanently 
and Totally Disabled 
(APTD) 

Aid to Families with De- 
pendent Children (AF- 
DC) (Includes unem- 
ployed father provision 
AFDC-UF) 

Total 



Number Benefits (millions) 

of 

recipients" Total Federal 
(millions) 



2.3 $1,673 $1,135 
.1 88 50 



.9 655 389 



8.0 2,824 1,540 



11.3 $5,240 $3,114 



» Aided any time during calendar 1968. The number of 
persons receiving aid at any particular time is somewhat 
lower. 

Source: U.S. Department of Health, Education, and Welfare, 
National Center for Social Statistics. 

Local General Assistance programs provided 
another $0.4 billion to 800,000 recipients. 

The Federal Role in Administration 

Because these are grants-in-aid to States to sup- 
port their programs, individual States have great 
latitude in shaping their own programs and, in- 
deed, in deciding whether or not to operate any 
program. No program is mandatory for any State. 
To be eligible for Federal matching funds, a State 
must meet only a small number of Federal re- 
quirements. While most States have elected to 
join all programs, they did not do so all at once. 
Only twenty-five States, for example, have insti- 
tuted AFDG-Unemployed Father programs to 
aid families with an unemployed father in the 
home, as authorized under a 1961 Amendment to 
the Social Security Act. Nevada has never adopted 
a program of Aid to the Permanently and 
Totally Disabled. Similarly, there is no Federal 
power to set payment standards or to require 
States to pay benefits equal to the need standards 



which they have determined themselves. Ade- 
quacy of grants in a State depends entirely on the 
will and the priorities of the State Government. 
If a State does not have the funds or chooses not 
to spend them on Public Assistance, the Federal 
Government has little recourse. 

The most important mechanism for control 
that the Federal Government has at its disposal is 
the power to reject a State plan on the basis of 
noncompliance with Federal law, and to cut off 
funds completely. In no case has a State been 
discontinued. At any given time, many State 
programs are not in compliance with one or an- 
other provision of the Federal regulations, but 
the administering agency is hesitant to cut off 
funds, since those hurt will be the poor, not the 
State. 

Thus, there are, in effect, fifty different cash 
assistance programs each of OAA, AFDC, and 
AB, twenty-five programs of AFDC-UF, and 
forty-nine programs of APTD (exclusive of pro- 
grams in the District of Columbia, Guam, Puerto 
Rico, and the Virgin Islands). There are then 
over 300 separate programs of cash Public As- 
sistance receiving Federal funds, covering differ- 
ent categories of the population under widely 
varying standards. 

' ' Clearly, it is impossible to describe welfare as 
a monolithic structure. Complete and accurate 
knowledge of the actual operations of State and 
local programs is not available at the Federal level. 
New administrative guidelines may be issued by 
the Federal Government with comparatively little 
information on how they will be interpreted and 
instituted below this level. Changes can be imple- 
mented locally without the knowledge of Federal 
policy makers. The multiplicity of governments 
involved has made effective policy coordination 
nearly impossible. 

Eligibility Determination 

Less than two-fifths of the poor receive aid 
from any of these assistance programs. Because 
programs are restricted to specific categories, 
many poor persons are excluded entirely. Poor 
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working men and their families are ineligible for 
Federal programs, and only a few States supple- 
ment earnings through local programs. Eligibility 
is determined by an income which falls below a 
minimum standard set by the State of residence, 
membership in an aid category, and a variety of 
nonfinancial tests. The nonfinancial tests seem to 
keep many low-income persons in eligible categor- 
ies of the population from receiving benefits. 

Membership in an aid category is determined 
as follows : for OAA, one must be 65 years old or 
more; for AB, one must have less than 20/200 vi- 
sion in the better eye with correcting lens; for 
APTD, one must be certified medically as per- 
manently and totally disabled and usually one 
must need the care and support of another person ; 
and for AFDC, there must be a child who is 
deprived of the care and support of at least one 
parent due to absence, incapacity, death, or 
unemployment. 

In ascertaining the income of potential aid re- 
cipients, the cash value of assets generally is con- 
sidered as income, so that they must be liqui- 
dated by would-be recipients. An exception is fre- 
quently made for property used as a home, but a 
limit is placed on its value. In 31 States, liens are 
taken on the homes of recipients. 

Nonfinancial eligibility tests vary widely among 
the States, and within each State for the dif- 
ferent categories of assistance. Factors which have 
been commonly used by States include : 

• requirements that applicants be U.S. citi- 
zens; 

• requirements that applicants have resided in 
the State for some period up to five years; 

• requirements that anything in excess of small 
amounts of assets, or insurance policies be dis- 
posed of to be eligible; 

• requirements that a woman maintain a "suit- 
able home" to be eligible for AFDC. Under 
this provision official scrutiny of morals is en- 
couraged; and 

• requirements that relatives' income be taken 
into account in determining eligibility, despite 
the fact that some relatives (e.g., grandpar- 
ents) have no legal responsibility to provide 



support, and regardless of whether any sup- 
port is, in fact, provided. 

States have been free to apply these and other 
criteria so as to restrict eligibility and minimize 
welfare expenditures, despite the fact that most 
of the programs' costs are paid by the Federal 
Government. Many of these regulations have op- 
erated to treat welfare recipients as a class apart ; 
they have imposed restrictions on recipients that 
would not be enforceable if applied to the general 
public under civil law. 

In recent years, many of the rules established 
by State legislatures and welfare departments 
have been overturned by the courts on constitu- 
tional grounds. Residence requirements were held 
unconstitutional by the Supreme Court in a de- 
cision handed down in April 1969. "Suitable 
home" provisions also were overturned. The num- 
ber of cases in which well-established State regu- 
lations have been found to be unconstitutional 
is particularly disturbing in view of the num- 
ber of years that those regulations have been 
applied to applicants for and recipients of Public 
Assistance. 

Budget Determination 

The income level which is needed to sustain 
a poor individual or family is determined by 
States in accord with periodic budget studies. The 
amount of budgeted need varies by program and 
with family size and composition. The budget 
levels set are often many years out of date, since 
they are adjusted infrequently. These budget levels 
are not necessarily the amount which the State 
will pay in benefits. 

The amount States set as needed for an AFDC 
family of four ranged from $144 in North Caro- 
lina to $332 in New Jersey and $419 in Alaska 
in 1968. For an aged woman living alone, the 
"need" ranged from $82 in South Carolina to 
$182 in Nebraska and $262 in Alaska in the 
same year. The average budgeted need for a 
family of four on AFDC was $238 in April of 
1968, or slightly below $60 per month per per- 
son. For a single elderly person the average budg- 
eted need at the same time came to $124. Thus, 
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it is clear that budget standards vary considerably The reduction formulas lead to wide variations 

for individuals, depending on the program for among States in average payments to recipients. 

which they are eligible. In January 1969 AFDC recipients received an 

Table A-4-2 shows the cost standard for average of $9.50 in Mississippi and $65.50 in 

California, an above average State, for adult re- Massachusetts. These variations exceed by far 

cipients in each of the Federally-aided programs. variations in budgeted cost standards and cost- 

The variation in allowable rent and in the food of-livim- differentials. This results in considerable 

budget among programs seems unrealistic: It is unm et need among recipients, where unmet need 

unlikely that the food requirements of an active ] s defined as the difference between the cost 

adult female raising children are less than those standards and actual benefits paid. In 1967, for 

of an aged person, yet the AFDC mother is al- example, 34 percent of the families on AFDC 

lotted $26.50 for food per month against $39 for had unmet needs, sometimes of as much as $100 

a recipient of Old Age Assistance. per month. A distribution of the amounts of un- 

n r . met need by size is shown in Table A-A-3. 

Benefit Amounts „ . . 

rublic Assistance payments raise recipients hv- 

Not only are budget standards generally inade- ing stan dards more than no payments at all, but 

quate, but most States do not pay the full amounts 

that they have set as minimum requirements. 

Twenty-six States make payments that fall short TABLE A-4-3. Amount of Monthly Unmet Need of 

of their own minimum standards in AFDC and AFDC Cases - November 1967 ; 

sixteen in OAA. The reduced payments are de- ~~ r^mbeT percent 

termined by applying reduction formulas and mv Amount of unmet need (tSuslnds) ° f cases 

posing legislative ceilings on payments to cases. 

Charts 1 and 2 show monthly cost standards for N ? n , e ? 47 66% 

$1-19 152 12 

basic needs in two common case types, and the 20-49!! .......................... 133 10 

amounts actually paid to a case with no other 75I99 || 3 

income. Thus, Alabama which has a cost stand- 100 or more 50 4 

ard of $177 for a family of four on AFDC pays Total 1,277 100 

only $89. Rarely do payments approach the pov- 

prtv IpWI Source: Unpublished preliminary tabulations prepared for 

ci iy icvcx. the Commi3S i 0n( 1957 Survey of AFDC Cases. 

TABLE A-4-2. Public Assistance Need Standards for Adult Recipient, by Program, California, 1969 

Consumption items Aid to Old Age Aid to AFDC 

Blind Assistance Disabled 

Food $41.00 $39.00 $35.00 $26.50 

Clothing 12.50 11.50 9.50 10.85 

Personal and incidental 15.00 14.00 8.00 2.40 

Recreation and education 6.00 6.00 6.00 3.50 

Community participation 4.20 4.00 — — 

Telephone service — — 2.00 — 

Transportation 12.00 8.00 6.00 1.00 

Services related to disability — — 9.00 — 

Household operations 4.80 5.00 4.00 6.00 

Cost of living increase 14.00 11.00 8.00 — 

Intermittent needs — — — 1.75 

Expense incident to living alone — — 5.00 

Rent and utilities (maximum allowable) 63.00 63.00 63.00 62.60 

TOTAL $172.50 $161.50 $155.50 $114.60 

Source: State of California, Assembly Committee on Social Welfare, California Welfare: A Legislative Proposal for Reform, Febru- 
ary 1969. 
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Chart 1. Old-Age Assistance: Monthly cost standard for basic needs of aged woman and 
amount paid to such recipient, by State, April 1968 a 
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» Data based on assumptions that the recipient: (1) is living alone in rented quarters; (2) needs an amount for rent that is 
east as large as the maximum amount allowed by the State for this item; and (3) has no income other than assistance. 

Source: U.S. Department of Health, Education, and Welfare, National Center for Social Statistics. 
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Chart 2. Aid to Families With Dependent Children ; Monthly Cost Standard for Basic Needs of 
a Family Consisting of Four Recipients and Amount Paid to Such Family, by State, April 1968 a 
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» Data based on assumptions that the family: (1) Is living by itself in rented quarters; (2) needs an amount for rent that 
is at least as large as the maximum amount allowed by the State for this item; and (3) has no income other than assistance. 

(Revised 4/23/69) 

Source: U.S. Department of Health, Education, and Welfare, National Center for Social Statistics. 
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clearly do not provide enough income to facili- 
tate long-range planning or to ease short-run 
problems substantially. Requirements that assets 
must be exhausted or signed over to the welfare 
department reduce financial resources to the low- 
est level, and make it almost impossible for re- 
cipients to accumulate any savings. 

The failure to provide enough income to> main- 
tain the health of potentially employable persons, 
to cover costs of training or searching for jobs, 
or to provide adequate nourishment and clothing 
for children is inconsistent with a desire to pro- 
vide recipients with hope for the future. In New 
York City where AFDG grants are among the 
highest in the Nation, 30 percent of the welfare 
mothers with children in school in one survey 
said that, at times, the children stayed home from 
school because they did not have the necessary 
shoes or clothes. Twenty percent reported that 
they sometimes kept their children home from 
school because they were ashamed of the way the 
children were dressed. 1 

Indications come from a variety of sources that 
many assistance recipients are hungry, due to a 
need to juggle the food budgets to meet other 
needs. Allocations for rent are substantially under- 
budgeted in most areas of the country, and re- 
cipients must make up the difference from funds 
allotted for other purposes. Witnesses at Commis- 
sion hearings stated that often the money must be 
taken out of the food budget. 

Testimony elicited at field hearings bore wit- 
ness to the hardships— physical, emotional, psy- 
chological, and social — worked on recipients. 
Several witnesses hinted at engaging in illegal 
activities to supplement their welfare checks in 
order to survive. The reactions of these and other 
recipient witnesses ranged from gratitude for aid 
but hope for more, to resignation to low living 
standards, to professed lack of understanding as 
to why levels were so low, to anger and bitterness 

1 Lawrence Podell, Families on Welfare in New York 
City— Preliminary Report No. 7: Kinship, Friendship, 
and Citizenship (The Center for Social Research, The 
City University of New York, 1968), p. 3. 
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and professed knowledge that "the system" is 
designed to keep them "down." 

The following figures from a survey of the 
AFDC caseload conducted by the Department of 
Health, Education, and Welfare in 1967, in- 
dicate low living standards borne by AFDC 
f amilies : 

• 11.2% had no private use of a kitchen ; 

• 24.0% had no hot and cold running water; 

• 22.5% had no private use of a flush toilet; 

• 22.4% had no private use of a bathroom 

with shower or tub; 

• 30.1% had not enough beds for all family 

members; 

• 24.8% had not enough furniture so that 

everyone could sit down while 
eating ; 

• 45.8% had no milk for the children some- 

time, in the past six months because 
of lack of money; and 

9 1 7.4% had children who stayed home from 
school sometime in the past six 
months due to lack of shoes or 
clothes. 2 

Clearly, recipients of aid are in very poor con- 
dition, despite the existence of Public Assistance. 
Public Assistance generally enables recipients 
barely to continue to exist. 

Characteristics of Recipients 

Old Age Assistance recipients have a median 
age of 76.6 years, 4. 1 years higher than the median 
for the group of all persons 65 and over. Women 
make up two-thirds of the caseload and 66 per- 
cent of them are widows. Because of physical 
or mental conditions, 17 percent of OAA recipi- 
ents are confined to their homes and 8 percent are 
confined to their beds. Over 54 percent live in 



2 U.S. Department of Health, Education, and Welfare, 
National Center for Social Statistics, Preliminary Report 
of Findings— 1967 AFDC Study, October 1968 and 1967 
AFDC Study: Preliminary Report of Findings from Mail 
Questionnaire, January 1969. 
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nonmetropolitan areas, and over 35 percent of 
all recipients Eve alone. 3 

About half of the APTD recipients are disabled 
by the chronic diseases usually associated with old 
age, and one-fourth are disabled by mental dis- 
eases and disorders. The recipients are concen- 
trated in older age groups and tend to live in non- 
metropolitan areas. Many of them have never 
been married. Their educational level is extremely 
low. Of those who worked, most men were 
laborers and most women were domestic servants. 
In spite of permanent and total disablement, one- 
fourth of all APTD recipients live alone. One in 
twenty live in a hotel or boarding house. 4 

Blind recipients are divided about equally be- 
tween metropolitan and nonmetropolitan areas, 
Their median age is 61.3 years, and almost 75 
percent are 50 or over. The recipients are divided 
about equally between men and women, and a 
large proportion never have been married. Eight- 
een percent live alone. Their educational level is 
generally very low. Of the men, 42 percent have 
not worked in the last ten years. 5 

In almost three-fourths of AFDC cases the 
father is absent due to divorce, separation, deser- 
tion, imprisonment, or other reasons. Most AFDC 
recipients are urban residents. Most children are 
quite young, with the median age estimated at 
about 7.4 years; almost 75 percent are under 13. 
Although many families are large, almost two- 
thirds of the families have three or fewer chil- 
dren. In a typical family there is only one adult— 
the mother—and she is unemployed and prob- 
ably unemployable in the short-run. Although 
her educational level is high compared to that 
of persons in the adult programs, she still tends 

3 U.S. Department of Health, Education, and Welfare, 
Social Rehabilitation Service, "Federally Aided Public 
Assistance Programs: Program Facts," April 1968 (mimeo- 
graphed). 

*Ibid. 

5 Ibid. 
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to be under-educated. Over 40 percent have not 
completed grade school. 6 

Growth in Welfare 

At the time of their enactment, the Public As- 
sistance programs were expected to wither away 
as the social insurance programs matured and 
developed. Instead they have grown at an ac- 
celerating rate. For, as pointed out in section III 
of this Appendix, social insurance programs can 
provide adequate income only to persons or fam- 
ilies with long labor force attachments at high 
earnings. Despite 33 years of maturing of the 
OASDI system, for example, one million bene- 
ficiaries of Old Age Insurance have incomes 
low enough to receive Old Age Assistance 
supplementation. 

Most of the rapid growth in Public Assistance 
is accounted for by the AFDC program. The 
adult programs have remained fairly stable. The 
number of AFDC recipients has risen from 3 
million in December 1960 to 6.5 million in De- 
cember 1969. Costs have risen from $994 million 
in 1960 to an estimated $3.5 billion in 1969. 
Continued growth is projected. 

Factors accounting for the recent growth can- 
not be isolated precisely, but the following seem 
to account for most of the increase : 

• Eligibility requirements have been broad- 
ened. Federal legislation since 1961 has en- 
abled States to extend aid to families headed by 
unemployed parents, to a second adult in the 
family, to older children if attending school, 
and to a few other groups. 

• Rejection of residency requirements, the 
"suitable home" provision, and the "man in 
the house" rule by the Supreme Court has 
increased the number of families who are 
eligible. 

• States have increased their budget stand- 
ards, thereby increasing the number of poten- 
tially eligible people. A recent study attributes 

6 U.S. Department of Health, Education, and Welfare, 
National Center for Social Statistics, Preliminary Report 
oj Findings— 1967 AFDC Study, October 1968; and 1967 
AFDC Study— Preliminary Report of Findings from Mail 
Questionnaire, January 1969. 

121 



f the growth in New York City to this 

factor. 7 

• An increase in the proportion of poor fam- 
ilies applying for welfare. The poverty pro- 
gram and recently organized welfare rights 
groups have reduced the s'.Igma attached to 
welfare and encouraged families to apply. 

• A rise in the proportion of applicants who 
are accepted. Welfare departments and indi- 
vidual caseworkers have considerable discre- 
tion in determining eligibility and payments. 
They have become more liberal in exercising 
this discretion, either as a conscious policy or as 
a response to a changed political climate. 

• A change in the composition of poor families 
headed by women. While there has been no in- 
crease in the total number of poor families 
headed by women, there are indications that 
these families who remain poor are more in 
need of and more likely to receive welfare be- 
cause of factors such as large family size. 

• Increasing urbanization of the population. 
The great migration from rural to urban areas 
since World War II has brought more poor 
people to the city, where a cash income is re- 
quired for survival, and reduced the number 
of poor farmers subsisting on crops and in-kind 
income. 




and Welfare 

Many assistance recipients have worked in the 
lite the fact that there was little profit in 
it. Originally, every dollar earned by an aid re- 
cipient reduced the payment by a dollar, in effect 
imposing a 100 percent tax on earnings. In 1962 
recipients were allowed to deduct costs of em- 
ployment, such as bus fare, from total earnings. 
Thus, if a fatherless family consisting of a mother 
and three children were entitled to benefits of 
$160 per month and if the woman earned $60, 
benefits were reduced by $60, minus costs of em- 
ployment. The mother's total net income — 



7 David M. Gordon, "Income and Welfare in New York 
City," The Public Interest, Summer 1969, p. 64. 



$ 1 60 — was no greater than ii 
Her children may have been left 
own housework neglected, and her income un- 
changed. Yet in November 1967, 18 percent of 
AFDC cases had some income from earnings. 
Average monthly earnings of the workers in these 
families were $138. Of the mothers who worked, 
the average gross earnings received were $138 per 
month. In the absence of these earnings, AFDC 
payments could have been $200 million higher 
in that year. 8 

In an effort to provide some financial incentive 
for finding work, the Social Security Act was 
amended in late 1967 to allow assistance recipi- 
ents to retain more of their earnings. Currently, 
they may keep the first $30 and one-third of the 
remainder of their monthly earnings in addition 
to their assistance benefits. This change, which 
imposes a 67 percent marginal tax rate on earn- 
ings, is unlikely to reduce either the costs or the 
number of recipients. In order to get off the pro- 
gram, many would have to earn more than their 
skills allow. In New York City, the adult in a 
family of four would have to earn $2.54 per 
hour for a full year in order to become ineli- 
gible for any welfare benefit. 0 Because benefits are 
based on family size, heads of larger families 
would have to earn even higher wages before in- 
come from wages alone exceeded welfare bene- 
fits plus one-third of wages. Yet many people are 
receiving welfare precisely 
education and marketable 
jobs paying adequate salaries. 

Assistance recipients commonly remain out of 
the labor force due to lack of suitable child care 
facilities at reasonable cost. Despite availability 
of Federal funds to provide day care, States have 
been unable to develop facilities. And, as noted in 
Chapter 6 of the Report, the economics are 
formidable. 



8 Unpublished data from preliminary tabulations of the 
1967 Survey of AFDC Cases prepared for the Commission. 

9 Leonard Hausman, "The AFDC Amendments of 
1967: Their Impact on the Capacity for Self-Support and 
the Employability of AFDC Family Heads," unpublished 
paper, 1968. 
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Program Administration 

Regulations from the Federal Government, all 
of the State welfare departments, and countless 
boards of supervisors have produced voluminous, 
vague, and contradictory sets of rules for imple- 
menting the law. Administration is frequently 
harsh, stigmatizing, and overly attentive to mi- 
nute details. Regulations require careful verifi- 
cation of facts, and frequent reinvestigation of 
each case to determine continued eligibility. Thus, 
it is not surprising that costs of State and local 
administration, services, and training in the four 
categorical programs combined were almost $0.8 
billion, 15.6 percent of total benefits paid in 1968. 
Administrative costs in AFDC are 18.5 percent of 
benefits paid. By comparison, for OASDI the costs 
of administration are less than 3 percent of bene- 
fits. 

The discretion given to the line worker in Pub- 
lic Assistance is greater than in any other public 
program reviewed. In the determination of eli- 
gibility, need, benefits, and services, the local offi- 
cial has wide discretion. He can interpret rules 
and regulations broadly or narrowly, and give or 
withhold aid according to his satisfaction with the 
claimant's statements and behavior. While the 
lowest worker can deny benefits, it usually takes 
the highest authority to approve. One recent 
study in a large city found that : 

Depending upon where the recipient lived, 
and the office he or she was served by, he would 
have anything from a 15 to 92.3 percent chance 
of obtaining funds for a needed refrigerator. 
The greatest range appears to be in providing 
supplementary funds for child care should the 
mother be working. There the gap is 81.3 per- 
centage points, from a low of 10 percent to a 
high of 91.3 percent. Chance and statistical 
error cannot account for such a variation in 
practice, nor for the routine spreads of from 60 
to 70 percentage points in most items. 10 



14 Welfare: The Question of Equal Protection, A Report 
by the American Civil Liberties Union of Southern Cali- 
fornia and the Social Workers Union, Local 535, Los 
Angeles, May 1968. 



In general, assistance is administered as if ac- 
cess to aid were a privilege. Welfare departments 
rarely have conducted information campaigns 
to make known the precise requirements, regula- 
tions, and entitlements. Indeed, in many areas, 
the release of this information has been dis- 
couraged. Aid recipients have been ignorant and 
misinformed about many aspects of the Public 
Assistance programs. Some of this information 
gap has been filled recently by organizations of 
recipients. At hearings conducted by the Com- 
mission in various parts of the country, witness 
after witness complained of not knowing why 
applications were rejected, or of not knowing 
how to find out why. Literature available to recip- 
ients or applicants about public welfare is usu- 
ally unintelligible to nonexperts. In many areas 
where there are numerous Spanish-speaking 
recipients, brochures are available only in Eng- 
lish, and most caseworkers speak only English. 

At several Commission hearings the more 
vocal recipients were particularly critical of: 
rules that penalize AFDC mothers for having any 
close relationship with a man; elaborate and re- 
peated eligibility checks; budgeting of recipients' 
benefits without explaining the rules; investiga- 
tory surveillance and late night intrusions into 
homes; mandatory involvement in useless social 
services; failure to inform recipients of their 
rights to appeal and their entitlements under 
law; and provisions that impute income con- 
tributions to recipients from relatives who have 
no legal responsibility to support them under 
civil law. Assistance recipients point out that par- 
ticipants in no other Governmental programs are 
treated with the same suspicion or subject to 
the same degree of supervision. 

The arbitrary quality of these features of as- 
sistance is used by some recipients to justify dis- 
regarding them and "beating the system." Despite 
court rulings voiding some of these regulations, 
and Federal regulations prohibiting them, the 
practices seem to continue in some areas, giving 
to the lowest caseworker broad control and power 
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over recipients for which there is no account- 
ability. Much of the dissatisfaction with the sys- 
tem is manifested by recipients in the form of 
hostility towards the caseworkers as a class. And, 
caseworkers themselves are dissatisfied with the 
system since they are torn constantly between de- 
sires to help recipients and requirements to 
investigate them. 

Evaluation 

While many AFDG recipients who work will 
improve their total income position from the work 
incentive provisions, the poor and near-poor who 
are not on assistance are put at a further dis- 
advantage vis-a-vis assistance recipients. Aid 
currently cannot be given to intact families with 
unemployed heads in 25 States, or working male 
heads in any State, under AFDC. Yet, of the 19.8 
million poor persons in families with nonaged 
heads in 1966, 11.7 million were in families with 
a male head who worked all or part of the year, 
and many others lived in families in which the 
male head was unemployed for long periods. 
These families may have needs equal to or greater 
than female- headed families, yet they are gen- 
erally ineligible for assistance. This is inequi- 
table and creates socially undesirable financial 
incentives. 

Under current programs, if an able-bodied 
father is employed erratically or unemployed, 
there is a financial incentive for him to leave so his 
family can get AFDC income. Or, the uncertainty 
of family income may encourage a mother to 
separate from her husband so that the children 
will be assured predictable and reliable income. 
There is also some incentive for income-splitting. 
A low-paid, but steadily employed father may be- 
come separated from his wife and pay nominal 
child support as required by the courts. The 
mother then becomes eligible for AFDC, and their 
combined income may be in excess of the single 
income despite the costs of separate residences. 
While this strategy could constitute fraud if they 
continued to live together, it is a sound tactic for 
poor people to bring in a second income. AFDC 
was created to ease some of the burden of gen- 



eral social and economic problems, but it has in 
fact reinforced some of these problems through its 
effect on work incentives and family stability. 

While the AFDC-UF program and the Gen- 
eral Assistance program in some localities can 
supplement the income of families headed by em- 
ployable men, in practice most are excluded by 
stringent asset tests and the nonfinancial eligibility 
requirements imposed. 

Public Assistance is inequitable in several ways : 
In addition to the categorical nature of the pro- 
gram, not all who are in equal need receive help 
because of limitations on eligibility. Those who do 
receive assistance may receive varying amounts, 
depending on the program category into which 
they fall— the aged, blind, etc.— and the State 
in which they live. And, income positions may be 
reversed when the combination of welfare plus 1 
earnings exceeds what full-time workers can earn. 

Trying to improve the present system with its 
current categorical limitations only leads to com- 
pounding these problems, for the basic structure 
of the program is faulty. It is built on the premise 
that a sharp line can be drawn between those 
who can work and those who cannot. Those who 
can work are assumed to have adequate income 
from earnings, and then adequate aid can be 
given to those unable to work. The facts are that 
such a sharp line cannot be drawn — many wel- 
fare recipients do have some earnings — and that 
many who work do not have adequate incomes. 
Given these facts, the system as now constituted 
is untenable. 

Veterans Pensions 

A variety of cash benefit, in-kind, rehabilita- 
tion, and service programs are maintained for 
veterans. Eligibility for benefits is based on status 
as a veteran and, occasionally, on need. At the 
close of fiscal year 1968 an estimated 26 million 
veterans were potentially eligible to receive VA 
benefits and services. The total number of vet- 
erans, members of veterans' families, and survi- 
vors of veterans, in June 1 968, totaled 95 million, 
or about 48 percent of the total civilian popula- 
tion. The number of veterans and members of 
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their families will increase significantly in the 
next few years as a result of the Vietnam war. 

The veterans programs of concern here are 
those income support programs based on non- 
service-connected death or disability. The Vet- 
erans Pension program acts as a form of old age 
assistance, since veterans who are 65 years of age 
or older are rated 90 percent disabled for pur- 
poses of pension eligibility. Pensions of $1.3 bil- 
lion were paid to 1.1 million veterans in fiscal 
1968, and 1.7 million dependents received an- 
other $0.8 billion in pensions. 

Eligibility requirements are simple and rela- 
tively straightforward. Under the current sys- 
tem, income limitations are set at $2,000 if the 
disabled veteran is single or $3,200 if he has 
dependents. Widows without children qualify 
for death benefits if annual income is less than 
$2,000; a widow with one or more children qual- 
ifies if her income is below $3,200. Spouses' earn- 
ings are not included in the limitations, and 
spouses' unearned income is partially exempt. 
Persons who were on the pension rolls prior to 
June 30, 1960, may elect to remain on a some- 
what different system with more liberal benefits 
but lo wer income limits. 

It has been estimated that approximately 90 
percent of the veterans and dependents receiv- 
ing benefits under the current law would have 
been poor without those benefits, while less than 
30 percent remained poor after they received 
pensions. 

Compared with Public Assistance, the ad- 
ministration of pensions is a model of objectivity. 
Like OASDI, there are no residence require- 
ments, no State-by-State variations, no inten- 
sive investigations predicated on the assumption 
of widespread cheating. VA auditing procedures 
do not reveal any substantial amount of in- 
accuracy or dishonesty in reporting income. 

Other Programs 

Farm Programs 

Farm programs also had their origin in the 
Depression of the 1930's. To improve and stabilize 



the incomes of farmers, the Agricultural Stabiliza- 
tion and Conservation Service and the Commod- 
ity Credit Corporation operate the following 
programs: (1) price support; (2) production 
adjustment; (3) conservation and land-use 
adjustment assistance; and (4) disaster relief. 
These are large and costly programs. The basic 
price support and production adjustment pro- 
grams cost $4.2 billion in 1969 in direct outlays. 

Agricultural policies have not been successful 
in guaranteeing small farmers an income at the 
poverty level or above. Price supports and pro- 
duction controls have benefited those who have 
the largest output for sale and the largest amount 
of land to take out of production. Most Govern- 
ment payments are received by a minority of 
big farmers, but more than two-thirds of all 
American farmers have gross sales of less than 
$10,000 and require income from nonfarm 
sources. Many small farmers have been forced 
to leave their farms. The remaining poor 1 farmers 
would be aided more by programs that help to 
move them out of farming into nonagricultural 
jobs through training and relocation programs, 
or through direct supplements to farm income 
through Federal Government assistance. The ex- 
isting programs can do little to assist them because 
payments are related to potential or actual pro- 
duction rather than need for income. 

Federal Income Tax Provisions 

Estimates of the amount of income annually 
transferred from some tax filing households to 
other tax filing households through the individual 
income tax range from $35 billion to $50 billion. 
Given the need for a fixed amount of Federal rev- 
enue, if some persons pay lower taxes because of 
certain deductions or exemptions, then others will 
have to pay more, and there will be an implicit 
transfer of disposable income from the latter 
group to the former. 

Under the current tax structure, income trans- 
fers are made, for example, from single persons 
to families, because of the lower rates for persons 
filing joint returns; from renters to homeowners, 
because of deductions allowed for mortgage in- 
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terest and property taxes; from wage earners to. 
property owners, through capital gains provisions. 
Some portion of this redistribution is from the 
rich to the poor or from middle-income groups 
to the rich, but the bulk of the transfers occur 
among people in similar income categories. 

Generally, tax transfers have not been adopted 
to change the income distribution but rather to 
serve as incentives for certain actions considered 
to be in the public interest. Thus, the deduction 
of mortgage interest and property taxes on owner- 
occupied dwellings was intended to encourage 
home ownership. 

A number of exemptions and deductions were 
designed to support the disposable incomes of 
individuals. Tax relief is offered through double 
exemptions for age and blindness, exclusion of 
OASDI and certain other income from taxa- 
tion, and tax credits for "retirement income" as 
defined in the Tax Code. However, only a small 
portion of the tax reductions resulting from these 



provisions accrue to the poor. While a few of 
the poor receive modest additions to their dis- 
posable income, the bulk of the additional dis- 
posable income goes to those already well-off. 

Further increases in deductions and exemp- 
tions, changes in the rate schedule, or tax for- 
giveness can offer only limited assistance to the 
poor. Further changes in taxation do not help 
the most needy — for they already have almost no 
taxable income and pay almost no Federal in- 
come taxes. Thus, further changes in exemptions 
may only benefit the nonpoor and thereby 
lower the total revenue available to the Federal 
Government. 

Consequently, a direct income support pro- 
gram, based on need, may be more efficient in 
meeting the income needs of the poor because it 
would allow greater selectivity in channeling 
money — in particular, it could include those who 
pay no taxes. 
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Any review of existing income maintenance 
programs must consider Federal programs which 
provide income in the form of goods and services 
to low-income individuals and families. These 
income-in-kind programs, like cash income pro- 
grams, increase a household's command over 
goods and services, although they restrict the 
household's choices over which goods and services 
it will consume. 

This chapter will review briefly income-in- 
kind programs aimed specifically at poor and 
lower-income families. It is sometimes proposed 
that if individuals were assured adequate in- 
comes through one means or another, these pro- 
grams would be unnecessary. This argument 
must be considered before discussing specific 
programs. 

Reasons For In-Kind Programs 

Three general factors are often cited as rea- 
sons for providing income-in-kind : faulty social 
choice, inadequate market supply, and faulty 
consumer preferences. 



Faulty Social Choice: Some goods and serv- 
ices critical to the general welfare would not be 
universally available if production were left to 
individuals acting alone. There are many goods 
and services which will benefit the entire popula- 
tion, such as education, basic social and health 
services, roads, parks, and playgrounds, but 
which are indivisible in the sense that their bene- 
fits cannot be restricted to those who are willing 
to pay for them; so the Government must pro- 
vide these services and allocate costs fairly to 
all beneficiaries. Many goods and services have 
social benefits not reflected fully by their profit 
potential, so they must be provided by the non- 
profit-oriented Government. We will not be dis- 
cussing programs which supply these outputs in 
this chapter, although poor households do bene- 
fit from them. 

Inadequate Market Supply: In some cases, 
the private market mechanism cannot provide 
sufficient quantities of goods and services with 
the necessary speed or at a low enough cost, so 
the Government may attempt to bypass the 
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market and alter the supply of a particular good 
or service. 

Even if every family suddenly had a moderate 
income, they might not be able to purchase ade- 
quate housing, medical care, or other goods and 
services, because the market could not respond 
immediately to their new demands. Because of 
necessary delays in expanding output, the in- 
creased money demand of the poor resulting 
from transfers would only bid up the prices of 
some goods, leaving the poor no better off than 
before. 

Government activities affecting the income of 
individuals and the general level of aggregate 
demand must be accompanied, on the supply 
side, by in-kind programs and other efforts to 
keep the supply of certain essential goods and 
services in harmony with the level of demand. 

Faulty Consumer Preferences: It is sometimes 
asserted that some people do not know what is 
good for them, and must receive goods and serv- 
ices in-kind rather than the equivalent cash in- 
come to insure that they consume what they need. 
Such programs as Public Housing, Food Stamps, 
and mandatory social services for Public Assist- 
ance recipients permit local authorities to restrict 
the choices and to impose external standards on 
recipients of aid. 

Housing Programs 

Housing Status of the Poor 

Federal housing programs were created out of 
the recognition that many Americans live in in- 
ferior housing and that sufficient decent housing 
is not available on the market at prices within 
the reach of everyone. Thus, the National Hous- 
ing Act of 1949 called for the "realization as soon 
as feasible of the goal of a decent home and a suit- 
able living environment for every American fam- 
ily." Yet 20 years later, only one-half of families 
with incomes below $2,800 lived in standard hous- 
ing, many under crowded conditions. 

A low-income family cannot be expected to 
allocate more than 20 to 25 percent of its income 
to housing if it is to meet its other basic needs. 



The direct cost of adequate housing in urban 
areas for a family of four typically exceeds $1,200 
a year. So, if less than 25 percent of the family's 
income is to be used for housing, an annual after- 
tax income of over $5,000 is required in order to 
be able to afford adequate housing. 

The President's Committee on Urban Housing 
estimated that about 7.8 million American fam- 
ilies — about one out of eight — cannot afford to 
pay the market price for standard housing. About 
half of these families have incomes below $3,000 
a year. Over the next decade, the Committee pre- 
dicted that 7.5 million families will remain unable 
to afford standard housing. 1 

Even if the income of poor families were raised, 
the quality of housing in which most of the poor 
live would not be altered immediately. Because 
of the slow pace at which the supply of housing 
can be increased, the primary result of an increase 
in the demand for adequate housing would be an 
increase in the level of rents. Consequently, even 
with income transfers to the poor, some form of 
in-kind housing programs would remain neces- 
sary to increase the supply of low-cost housing 
and to subsidize the cost of renting existing hous- 
ing units. The American housing supply generally 
has been improved from the top down; better 
housing is made available to higher income 
groups and their cast-off housing is taken over by 
lower income groups. Only if the Government 
moves to increase the overall supply of housing 
can we hasten this trickle-down process and help 
the poor move into adequate housing. 

Existing Government housing programs vary 
considerably. While few of them have a direct 
bearing on the economic conditions of the poor, 
several current programs have a large impact 
on the near-poor. Current programs have fos- 
tered construction and leasing of housing units 
to low-income tenants at subsidized rates, loan 
guarantees for middle-income groups, and urban 
renewal projects which often have decreased the 

1 A Decent Home, Report of the President's Committee 
on Urban Housing (Washington, D.C., U.S. Government 
Printing Office, 1968). 



Appendix A — Review of Existing Programs 



128 



supply of housing units available to low-income 
families. 

Public Housing 

Public Housing began in the United States 
more than 30 years ago. Today, more than 700,- 
000 units of Public Housing provide shelter for 
over 2.5 million persons, dwarfing all other pro- 
grams which subsidize housing for the poor. Fed- 
eral expenditures for this program and the 
associated Leased Housing program were $290 
million in 1968. 

The responsibility for development, ownership, 
and management of these subsidized rental proj- 
ects is in the hands of independent local Hous- 
ing Authorities. The net Federal subsidy allocated 
to Public Housing averaged approximately $40 
per month per family in 1968, but Federal as- 
sistance comes in the form of financial backing 
for Housing Authorities and is not given directly 
to individual tenants. 

In 1968 the median income of all families ad- 
mitted to Public Housing was about $2,800. The 
median monthly rent for these units was about 
$54. One-third of the units were occupied by 
elderly persons. 

Public Housing was not intended to benefit 
primarily those regarded as dependents of the so- 
ciety, and Housing Authorities long have limited 
the number of Public Assistance recipients they 
would admit. Because of a commitment to make 
each project pay its own way, Public Housing 
Authorities require that families pay at least 30 
percent of the cost of their units. In most in- 
stances, families also are required to pay 25 per- 
cent of their net income in rent. In urban areas, 
rising costs of maintenance and capital replace- 
ment have created pressure on local officials to 
admit even more nonpoor tenants to bring rent 
payments closer to costs. The same administra- 
tive discretion which has allowed exclusion 
of the very poor also enables local administrators 
to keep out "problem families" — unwed mothers, 
delinquent children, etc. Management need not 
give reasons for eviction or for failure to renew 
the month-to-month leases. 



In most Public Housing projects, when family 
income exceeds some specified level, the family 
no longer qualifies for Public Housing and must 
move out. While this practice has been eased 
in some areas, it still removes from Public Hous- 
ing precisely the sorts of upwardly mobile peo- 
ple who might provide leadership to others in 
the project. This heightens social instability in 
the projects. Moreover, the increases in rent 
which such persons must pay in private, nonsub- 
sidized housing often more than equal their in- 
creases in income. 

Public Housing projects not only lack much 
economic mixture among their tenants; there is 
also a lack of racial mixture. Many of the major 
Public Housing projects constructed in recent 
years have helped to define and reinforce the 
patterns of racial segregation which have been 
imposed on American cities. Because Housing 
Authorities generally are confined to the city 
limits, Public Housing has not followed the move- 
ment of white people and of jobs out of the cen- 
ter city. One-half of all Public Housing units are 
occupied by black tenants, and in many cities 
Public Housing has become equated with black 
housing. 

Leased Housing 

Under the Leased Housing program, enacted 
in 1965, the local Housing Authority may enter 
into contracts with private owners, negotiate a 
rent, and guarantee its payment. A low-income 
family qualifying for this program then moves 
into the housing unit and pays a share of the 
rent to the Authority, which is responsible to the 
landlord for the entire rent. 

Because it operates within the existing hous- 
ing market, the Leased Housing program can 
help promote economic integration lacking in 
conventional Public Housing. In addition to the 
subsidized rent, the individual family benefits 
from the wider variety of housing units and 
locations made available to them. Units avail- 
able under the program are not part of large 
low-income housing projects and tenants can be 
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given housing more suitable to their individual 
preferences. 

Unlike conventional Public Housing, the 
Leased Housing program can move quickly. The 
program, of course, cannot be effective in areas 
with few vacancies. In 1968, leases for 62,000 
units were approved; the number of new Public 
Housing units produced in each of the previous 
six years was less than half this number. A cumu- 
lative total of 92,000 units had been leased by 
1969 at a Federal cost of $98 million for that 
year. The average subsidy per unit is thus close to 
$90 per month although vacancies reduced this 
amount by $10 per recipient since authorities 
continue to pay rent of unused units. 

Rent Supplements 

The Rent Supplement program was estab- 
lished in 1965 to provide incentives for private 
groups, both profit and nonprofit, to build low- 
rent housing projects. The owners may rent units 
m the project to whomever they choose, but 
many of the residents will have their rent pay- 
ments subsidized by the Federal Government. 
Those whose income falls within the limits of 
eligibility may pay 25 percent of their income for 
rent, with the Federal Government paying the 
remainder of their rent directly to the landlord. 
It is estimated that the average real subsidy per 
unit per month is about $80, compared to about 
$70 on new units of Public Housing. As the 
tenant's income rises, his rent supplement is 
reduced. But unlike Public Housing, no family 
is required to leave a rent-supplemented proj- 
ect because of rising income. Economic integra- 
tion is also sought by placing a limit on the pro- 
portion of tenants in the project who can receive 
rent supplements. 

Limits on maximum rents and construction 
costs have made the program generally unfeasi- 
ble in major cities outside of the South and 
Southwest. While the projects were supposed to 
be economically integrated, builders and housing 
administrators now assume that 90 percent of the 
tenants will receive supplements. Many of the 



poor are excluded because their incomes are too 
low for eligibility and they cannot even afford to 
pay the minimum rent. 

Twelve hundred units were begun in 1967, 
while 12,000 were to be built in 1968. A total of 
approximately 135,000 persons will be housed 
in 45,000 units by the end of 1970 at an annual 
Federal cost of about $28 million. Together with 
Public Housing, Rent Supplements serve 10 to 14 
percent of the potentially eligible population. 

Other Programs 

Other programs exist to help families secure 
adequate housing. Most of the other programs as- 
sist families with incomes above the Public Hous- 
ing project cut-off level. A program administered 
jointly by the Department of Housing and Urban 
Development and the Bureau of Indian Affairs 
assists Indians both on and off the reservation in 
obtaining adequate housing. 

While many of HUD's programs are directed 
to urban areas, nearly half of the substandard 
housing in this country is in rural areas. The 
Housing Act of 1949 authorized loans to families 
in rural areas to build, improve, or buy homes 
and farm service buildings. The Act provided for 
subsidies to families with insufficient income to 
repay a loan, but the program was not adequate 
to provide for even a fraction of the needs of 
rural people for adequate housing. The Housing- 
Act of 1968 expanded this program to provide 
for mutual-help and self-help housing. 

The Farmers Home Administration has in- 
creased its efforts in developing low-income hous- 
ing in rural areas. In 1970, 120,000 units of such 
housing should be started or acquired, tripling 
the 1968 program. Through 1968, it is estimated 
that a total of 400,000 low-income rural resi- 
dents have benefited directly from this program. 

The Housing Act of 1968 also provides for 
assistance to low-income families in acquiring new 
homes built by private home builders. The Fed- 
eral Government pays part of the home buyer's 
FHA -insured market rate mortgage payments on 
approved housing. The maximum Government 



Appendix A — Review of Existing Programs 



130 



subsidy reduces the home buyer's payment to that 
which he would owe if Ms purchase had been fi- 
nanced with the mortgage bearing an interest of 
one percent. With interest rates recendy rising to 
well over eight percent, this program can subsi- 
dize close to six-tenths of a mortgage on low-in- 
come housing. All families must allocate at least 
20 percent of their income to paying off the mort- 
gage. .As family income rises, the mortgage pay- 
ments increase and the Federal subsidy Is reduced 
gradually. Because the maximum Federal sub- 
sidy is limited, the program does not help families 
with very low incomes. However, it provides as- 
sistance to those with incomes between $3,000 and 
$7,000 a year. 

Section 236 of the 1968 Housing Act provides 
subsidies on rental housing. The program, like 
the Rent Supplement program, seeks to encour- 
age private developers to build new low-income 
rental housing. The crucial difference between the 
two programs is that in Section 236 the maximum 
Federal payment on a unit lowers the rent to that 
level which would be achieved if the project had 
been financed with a one percent mortgage. Thus 
the maximum subsidy effected' under this pro- 
gram is less than that which can be obtained under 
the Rent Supplement program. Such a program 
will serve primarily families with incomes between 
$4,000 and $6,500 per year. In very high cost 
areas, tenant incomes must be higher unless fami- 
lies choose to allocate more than 25 percent of 
their income to housing. 

Urban Renewal 

Finally, the contribution of urban renewal to 
the. spectrum of housing programs must be noted. 
Originally, urban renewal destroyed more hous- 
ing than it built. In the period from 1950 to 
1963, about twice as many housing units in 
urban renewal sites were destroyed as were built. 
Only eight percent of the replacements were in 
Public Housing. 2 



2 Jerome Rothenberg, An Economic Evaluation of Ur- 
ban Renewal (Washington, D.C.: Brookings Institution, 
1968), p. 348. 



Under revised provisions of the program, urban 
renewal projects are beginning to include re- 
habilitation of older substandard homes. Two 
sections of the Housing Act of 1965 allow loans 
or outright grants for rehabilitation to low- 
income homeowners in urban renewal areas. A 
third section encourages nonprofit organizations 
to acquire and rehabilitate single family units 
through long-term, low-cost financing and then 
sell them to families whose incomes are below 
Public Housing income Umits. 

Summary and Evaluation 

In the past few years, emphasis in Federal 
housing programs has moved from Public Hous- 
ing, mortgage insurance, and urban renewal to 
innovative new programs. But neither the old 
nor the new programs have ever been funded at 
levels which would enable them to meet their 
objectives. In Public Housing, for example, the 
waiting list for the existing 700,000 units is esti- 
mated at between 500,000 and 750,000 families, 
and the total number of potentially eligible ten- 
ants exceeds seven million. 

The most successful housing programs are 
those which allow a maximum of free choice in 
the location and type of housing which they pro- 
vide. The programs offering low-interest, long- 
term FHA loans to veterans and to middle and 
moderate-income families have enabled many 
Americans to build or buy a home through exist- 
ing market mechanisms and financing channels. 
However, these programs have benefited the 
poor only indirectly; while the Federal Govern- 
ment has helped the relatively affluent obtain 
better housing, the poor have moved into the 
housing they have abandoned. 

The dominant Federal housing program, 
Public Housing, has not been judged a success by 
either its tenants or the general public. Because 
most Public Housing has been built and operated 
by local Housing Authorities, there have been 
many delays and tendencies to divert the pro- 
grams from their original intentions. Many proj- 
ect administrators have developed tenant selection 
policies which exclude the poor and many others 
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by criteria of questionable merit. In Public Hous- 
ing, as in Public Assistance, the Federal Govern- 
ment has not been able to enforce neutral 
administration of the program. 

Most of the projects have been built in inner 
city areas. Thus, at a time when increasing num- 
bers of job opportunities are in the suburbs, the 
poor find that the only housing they can afford, 
be it public or private, generally is located in the 
inner-city. 

In Public Housing and in the Rent Supple- 
ment program, less than two-thirds of the benefi- 
ciaries have annual incomes below $3,000, and 
the proportion is even lower in other programs. 
Subsidies to private organizations have not 
been sufficient to reduce housing costs and rents 
to a level benefiting many of the poor. Govern- 
ment housing projects have improved the housing 
of some people, but a basic financial capacity 
still is required in order to participate in many 
programs, in order to repay loans, no matter 



TABLE A-5-1. Estimated Income Distributions of 
Families in Federally-Assisted Rental Housing, U.S., 
Fiscal 1968 

Percent of Families 

_ . , _ ., , Public Rent 221(d)(3) 

Total Family Income Housing Supple- BMiR » 

ments 

Under $1,000 7.0% —% .8% 

1,000-1,499 11.0 5.0 .5 

1,500-1,999 12.0 10.0 5 

2,000-2,499 12.0 15.0 1.2 

2,500-2,999 12.0 20.0 2 0 

3,000-3,499 10.0 20.0 3 0 

3,500-3,999 8.0 15.0 5.0 

4,000-4,499 7.0 10.0 7 0 

4,500-4,999 6.0 5.0 10 0 

5,000-5,499 4.0 — 11 0 

5,500-5,999 3.0 — 13 0 

6,000-6,499 2.0 — 120 

6,500-6,999 2.0 — 100 

7,000-7,499 1.0 — 9 0 

7,500-7,999 .8 — 50 

8,000-8,499 .6 — 4 0 

8,500-8,999... 4 _ 30 

9,000-9,280 .2 — l'l 

Over $9,280.. 1.0 — 1.9 

Total 10O.O 100.0 100.0 

» Below market interest rate. 

Source: President's Committee on Urban Housing, Technical 
0fnce S i967) m p e 1 1 ^Y ashm S ton . D.C. : U.S. Government Printing 



how low the interest rate, or to pay rent, no matter 
how much it might be reduced. And many Amer- 
icans still lack this basic financial capacity. 

Health Programs 

Increasingly, public funds are being used to pay 
for the health care costs of individuals. In 1965 
Federal, State, and local governments spent $7.8 
billion on health and medcal services compared 
with a projected $ 19 billion for 1970. In the same 
period private spending for health care will have 
increased from $28 billion to $35 billion. Pri- 
marily responsible for this shift in payment of 
health expenditures are two Federal programs, 
Medicare and Medicaid. These programs were 
developed to assist special population groups in 
purchasing healthcare. 

Current Health Insurance Coverage of the 
Poor 

Health care costs are usually unpredictable, and 
often are large in relation to income. The primary 
financing vehicle for most of the general popula- 
tion is insurance. Twenty-nine percent of personal 
expenditures for physicians' services in 1967 and 
34 percent of hospital costs were paid for by insur- 
ance benefits. 3 Private health insurance covers 
nearly everyone in families with annual incomes of 
$6,000, but it covers fewer than half of those 
in families with less income. 4 The health insur- 
ance purchased by low-income people is usually 
of an inferior nongroup type which covers minor 
ailments, but not major catastrophes, and is ex- 
pensive relative to policies carried by higher-in- 
come individuals. Since a considerable amount 
of health insurance is tied to employment, the 
unemployed are particular victims of the lack 
of adequate coverage. 

Recent data from the National Health Inter- 
view Survey indicate the extent to which low-in- 



3 Dorothy Rice and Barbara Cooper, "National Health 
Expenditures, 1950-67," Social Security Bulletin, Janu- 
ary 1969, p. 13. 

*U.S. Department of Health, Education, and Welfare, 
National Center for Health Statistics, Vital and Health 
Statistics, Series 1 0, No. 42, "Family Hospital and Surgical 
Insurance Coverage," 1964, Table 3. 
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come persons are excluded from coverage for 
hospital stays, and the incidence of large hospital 
expenses for their families relative to higher in- 
come groups. Table A-5-2 shows that five-sixths 
of the hospital costs incurred by members of fami- 
lies with incomes above $5,000 is paid for by 
either hospital insurance alone (37.5 percent) 
or a combination of insurance and personal ex- 
penditures (46.0 percent), while less than half of 
the expenditures of lower income families is ac- 
counted for by these sources (21 and 29 percent 
respectively). Yet the incidence of hospital costs 
exceeding $500 is almost as high for those indi- 
viduals in families with less than $5,000 income as 
it is for those in families with more than $10,000 
income (13 per 1,000 versus 15 per 1,000). 8 

TABLE A-5-2. Percent Distribution of Source of Pay- 
ment for Short-stay Hospital Care, Population Under 
Age 65 by Family Income 



Source of payment popula- $0-3,000 $3,000- $5 
tion under 5,000 and 

age 65 



All sources 100.0% 

Hospital 

Insurance (HI). 32.3 

Personal (P) 13.0 

HI + P 40.6 

Federal, State, 

local welfare.. . 8.1 

Other 6.1 



100.0% 100.0% 100.0% 



15.7 


25.2 


37.5 


20.5 


20.8 


9.2 


22.2 


34.3 


46.0 


34.4 


10.8 


2.8 


7.2 


8.9 


4.5 



Source: Preliminary Survey Results, National Health Inter- 
view Survey, July 1966-June 1967. 

Health Status of the Poor 

A strong correlation between poverty and ill 
health has been documented. Poor families have 
four times more disabling heart disease and six 
times more nervous disorders and mental illness 
than the population at large. The poor also have 
three times as many orthopedic ailments and 
eight times as many visual defects. Nearly one- 
half of the poor pregnant women in this coun- 
try receive no prenatal care, and a child born to 
poor parents is twice as likely as the average new- 
born to die before his first birthday. Fifty per- 
cent of poor children are not immunized ade- 
quately, and 64 percent have never seen a dentist. 

5 Based on unpublished survey results from the National 
Health Interview Survey, January-June 1966. 



Since poor health among children and teenagers 
reduces their educability, their future employ- 
ability and productivity is also reduced, thus con- 
tributing to the cycle linking poverty, unemploy- 
ment, and ill health. For this reason alone, aside 
from humanitarian grounds, the health and well- 
being of all of our citizens shoud be regarded as 
a vital National resource. 

The major public programs developed in re- 
cent years have been aimed primarily at groups 
outside of the labor force— the aged and recipients 
of Public Assistance. 

Medicare 

The Medicare program, enacted in 1965, pro- 
vides medical care benefits to those over age 65. 
These benefits are related to the cost of health 
services, not the income of the aged. The pro- 
gram has two components, Part A providing for 
Hospital Insurance and Part B for Medical Serv- 
ices. Virtually the entire aged population is en- 
rolled in Part A, and 90 percent are enrolled in 
Part B, which is voluntary and costs enrollees $4 
per month. Of the nearly 20 million aged cov- 
ered by Part A, some seven million are either poor 
or near-poor. Coverage of the low-income aged is 
incomplete under Part B because of the cost. Pre- 
liminary studies indicate that the majority of the 
1.25 million not covered by Part B have not en- 
rolled because of an inability to pay the premium. 

The cost of drugs is not covered by either com- 
ponent of the program, and there are deductibles 
which the aged must pay. Briefly, Part A pro- 
vides : 

• inpatient hospital services for up to 150 days 
during any period of illness, less one day for 
each day in excess of 90 received during any 
preceding illness paid for by the program; 

• extended care services for up to 100 days 
after a hospital stay of at least three days; 

• home health services for up to 100 visits after 
a hospital stay. 

Part B provides for the payment of physicians and 
some other medical service fees, with the first $50 
paid by the patient and 80 percent of the re- 
mainder paid by insurance. 
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In fiscal year 1968, the Federal Government 
spent $3.7 billion on Part A benefits and $1.4 
billion on Part B. Approximately one-third of 
Part A benefits went to the poor, and a high pro- 
portion to the near-poor. 

Medical Assistance 

The purpose of the Medical Assistance pro- 
gram is to aid States in providing medical care 
for Public Assistance recipients. Title XIX of the 
Social Security Act, enacted in 1 965, established 
a single and separate Medical Assistance program 
to replace the varied provisions for meeting costs 
of medical care which existed under the State 
Public Assistance programs. 

Under the current program those not eligible 
for Public Assistance may be eligible for Medi- 
cal Assistance if they meet income tests that are 
less stringent than those required for cash aid. 
The income of the medically indigent, however, 
cannot exceed 133 percent of the income levels 
set for AFDC, which generally has the lowest sup- 
port structure of the categorical Assistance pro- 
grams. The determination of eligibility is faulty 
on several grounds. AFDC standards vary widely 
from State to State, and are very low in many 
States. And, incomes only slightly above the eli- 
gibility level disqualify individuals from all bene- 
fits. This can have the effect of creating a notch — 
where a small increase in income can lead to a 
large loss in benefits. 

The Federal share of total expenditures for 
this program ranges among the States from 50 to 
83 percent, in accordance with a formula speci- 
fied in the Social Security Act. While the program 
provides for large redistributions from Federal 
to State sources, the option of implementing a 
program rests with the States, and the basic struc- 
ture of the program also is determined by the 
States. 

As of July 1969, 44 States had adopted Title 
XIX programs covering some 10 million persons. 
Approximately $4.6 billion was spent in this pro- 
gram in fiscal year 1969. 

It is not known what percent of the total medi- 
cal costs incurred by persons covered under Title 
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XIX are borne by the program, nor is it known 
what percent of the medically indigent are cov- 
ered by, or make use of, the various Medical As- 
sistance programs. Moreover, the quality of serv- 
ice rendered under the program is unknown, since 
no controls aie imposed on physicians and de- 
livery of services is not monitored. 

Other Health Care Programs 

In addition to the large programs which fi- 
nance the care of most of the elderly and some of 
the nonelderly poor, the Federal Government is 
involved in several other programs. 

The largest of these programs assists veterans 
of the Armed Services. Through facilities of the 
Veterans Administration, direct services are pro- 
vided for service-connected health problems. 
Where facilities permit, medically indigent vet- 
erans also can receive care for nonservice-con- 
nected problems through VA hospitals. In 1969 
outlays for direct hospitial and medical services 
were $1.5 billion, approximately 60 percent of 
which was for nonservice-connected treatment. 

The Office of Economic Opportunity spent 
$134 million in 1969 for health services, about 
half of which was used to develop Neighborhood 
Health Centers, which represented the first di- 
rect effort by a Federal agency to bring perma- 
nent health facilities to areas deprived of ade- 
quate health care resources. 

Summary and Evaluation 

The two largest Federal health care programs 
have had over three years of experience. This 
experience has been disappointing. The rapid in- 
crease in program costs has demonstrated the 
great need for health care for the poor and the 
aged. However, it has also demonstrated that 
merely providing funds cannot rapidly increase 
the supply of medical care or the productivity of 
the health care industry. 

Existing Government programs have been un- 
able to cope with the task of providing the poor 
with comprehensive health care. Because of de- 
ductibles, co-insurance, limitations of benefits, 
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and exclusion of out-of -hospital drug costs, Medi- 
care pays only 40 percent of the health care costs 
of aged persons. Because of their reliance, in full 
or in part, on State and local in addition to Fed- 
eral contributions, Medicaid and other welfare 
programs for the needy cover only a small propor- 
tion of low-income persons, and provide them 
with inadequate coverage. 

In general, due to the present shortage, uneven 
distribution, inefficient use of manpower and fa- 
cilities, and the lack of controls on the cost and 
quality of services, we do not have a health sys- 
tem that makes it possible for all of the nonpoor 
to obtain truly comprehensive coverage for home, 
office, and clinic care, for hospital and nursing 
services, or for suitable disease prevention. Conse- 
quently, no income maintenance program of any 
level alone could enable the poor to receive com- 
prehensive service from the present health system. 

Because of its size and design, Medicaid has re- 
vealed many problems which have been develop- 
ing in the health care industry. Together with 
the companion Medicare program, close to $12 
billion in additional public funds will have been 
pumped into the direct health care services sector 
in the five years since 1965. This amounts to an 
increase of 200 percent in public funds for civilian 
care, and it represents three-fourths of the increase 
in total health care expenditures. In 1965 ex- 
penditures for health resources were $39 billion. 
In 1970 they will be about $59 billion. An un- 
known portion of the Medicare expenditure rep- 
resents a shift from private to public expenditure. 
Medicare has increased utilization of medical fa- 
cilities by at least 10 percent, and perhaps as 
much as 15 percent. It has also shifted care to 
more elaborate procedures and to more costly 
places of care, such as hospitals and nursing 
homes. 

Consequently these programs have actually 
worsened the plight of the low-income person who 
lacks coverage. While the programs have in- 
creased substantially the effective demand for 
medical services, a relatively fixed supply of these 
services limits satisfaction of this demand. The 



supply of health resources, while increasing, is 
doing so at a very slow pace. As a result, the pro- 
grams have brought growing queues at medical 
facilities and rising prices. As physicians 3 fees and 
hospital costs increase, those who are without 
private insurance coverage or Government assist- 
ance find their degree of medical indigency grow- 
ing ever more acute. 

Food Programs 
Nutrition and the Poor 

The extent of poor health in the population due 
to poor nutrition is unknown and impossible to 
ascertain. It is known that the inadequate diet of 
many poor families increases their vulnerability 
to physical and mental debilitation. In addition, 
many persons are frequently hungry because their 
income is inadequate to buy sufficient quantities 
of food. In field investigations, witness after wit- 
ness testified to his inability to purchase adequate 
food. The Commission received vivid descriptions 
of continually bleak, unappetizing, and inade- 
quate meals. 

The Department of Agriculture's 1965 Food 
Consumption Survey indicated that only 37 per- 
cent of the households with an annual income of 
less than $3,000 had diets that met National Re^ 
search Council recommended nutritional stand- 
ards compared to 50 percent of the households at 
all income levels. Of the households with incomes 
under $3,000, 36 percent had diets which pro- 
vided less than two-thirds of the NRC standards 
for one or more nutrients. The percentage of 
households with inadequate diets rises markedly 
as income falls from $3,000 a year to less than 
$1,000. 

Existing Programs 

The major programs that attempt to alleviate 
household income inadequacy by subsidizing food 
consumption are the Commodity Distribution 
program and the Food Stamp program. The 
former program provides for the direct distribu- 
tion of commodities while the latter sells stamps 
at a discount to low-income families, who use the 
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stamps to purchase food at their grocery stores. 
The value of surplus food distributed to needy 
families in 1968 was $124 million; there are also 
considerable administrative costs for transporta- 
tion, storage, and distribution. Federal expendi- 
tures in 1969 were about $280 million for the 
Food Stamp program. 

Budgets of some low-income households are 
augmented in more than 80 percent of the coun- 
ties of the United States by one of these programs, 
although no county may have both. Approxi- 
mately 6.7 million persons benefit from the pro- 
grams, or about one-fourth of the poor. Both pro- 
grams give low-income households an opportu- 
nity to supplement their diet, but neither program 
is designed to assure a participating household an 
adequate diet. 

These programs are available to all persons 
meeting local Public Assistance income standards, 
regardless of whether or not they are actually 
eligible for assistance. Employment expenses, 
heavy medical costs, and excessive rent expenses 
are deductible from gross income in determining 
eligibility. The use of the Public Assistance in- 
come standards results in the exclusion of a 
sizeable portion of the poor families from the food 
programs. Moreover, because these programs are 
administered by local welfare departments, they 
are subject to the same arbitrary rulings noted in 
the evaluation of Public Assistance programs. 

Commodity Distribution Program 

The Commodity Distribution program distrib- 
utes a bundle of surplus farm products, or items 
using surplus farm products, to all eligible parti- 
cipants. Currently the total bundle of items avail- 
able from the Department of Agriculture would 
provide a nearly balanced diet to recipients, but 
few counties distribute all of the available com- 
modities because of either the expense of doing 
so or the lack of demand. The items available in- 
clude: flour, canned meat, peanut butter, rice, 
fruit juice, canned vegetables, nonfat dry milk, 
evaporated milk, lard, cereal, corn syrup, corn 
meal, cheese, butter/margarine, scrambled eggs, 



dehydrated potatoes, dry beans, canned meat or 
poultry, prunes, corn grits, dried peas, butter, 
and raisins. 

Lack of appropriate storage and transporta- 
tion facilities prevents the program from handling 
many perishable items such as fresh fruits and 
vegetables. The surplus commodities distributed 
are not necessarily the ones which families would 
choose if they had equivalent amounts of cash 
and the freedom to choose the composition of 
their diet supplement. The fact that some of the 
items may not satisfy recipients' tastes or are diffi- 
cult to prepare means that bundles often are not 
utilized fully. 

This program requires the establishment of a 
distribution system separate from regular food 
markets in order to restrict free commodities to 
those who are eligible to receive them. Such a 
distribution system is expensive for States and 
local communities to maintain, and is often in- 
convenient to the program participants. They 
may have to travel long distances to the limited 
number of distribution points in their county in 
order to collect their commodities which are 
bulky and heavy. 

In short, neither the commodities offered nor 
the way they are distributed is consistent with the 
consumer free choice objectives that are an im- 
portant part of our economic system. 

Food Stamps 

The Food Stamp program allows for the sale of 
stamps at a price which depends upon family 
income and size. These stamps have a face value 
in excess of the price charged for them. Poorer 
families pay less for stamps and receive a higher 
percentage discount on food. 

Table A-5-3 shows a sample of the household 
purchase requirement schedule. 

A household must spend a significant amount 
of its cash income on Food Stamps in order to 
receive the bonus. Poor households frequently do 
not participate in the Food Stamp program be- 
cause : ( 1 ) a fixed amount of their own money 
must be spent on stamps to participate in the pro- 
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gram, and this amount often exceeds what they 
normally would spend for food; (2) it often is 
difficult for the household to accumulate the lump 
sum needed to buy stamps on the limited occa- 
sions each month when they are sold; (3) when 
income increases, the additional contributions re- 
quired are unrealistically high in terms of normal 
expenditure patterns for low-income households; 
(4) households without income cannot partici- 
pate, since the program requires a minimum pur- 
chase. 

The Food Stamp program is theoretically very 
efficient in improving the diet of poor families. 
In practice, this full potential is not realized : The 
program places a limitation on the choice between 
food and nonfood items, thereby discouraging 
families with many unsatisfied nonfood needs 
from participating. This helps explain the medi- 
ocre participation rates of the Food Stamp pro- 
gram. 



TABLE A-5-3 Abstract of Purchase Requirement 
Schedule of Food Stamp Program Showing Purchase 
Price and Bonus, February 1, 1969— Southern Schedule 



Monthly net income 


Purchase 


Bonus 


Total 




price 








Two-person household 




$0-19.99 


$1 


$29 


$30 


20-29.99 


4 


26 


30 


30-39.99 


8 


24 


32 


40-49.99 


12 


22 


34 


50-59.99 


16 


20 


36 


60-69.99 


20 


18 


38 


70-79.99 


24 


16 


40 


80-99.99 


28 


16 


44 


100-119.99 


32 


16 


48 


120-139.99 


36 


14 


50 


140 & over 


40 


12 


52 




Five-person household * 





0-19.99 


$2.50 


$65.50 


$68 


40-49.99 


16 


56 


72 


80-89.99 


38 


44 


82 


120-129.99 


54 


40 


94 


160-179.99 


64 


34 


98 


200-219.99 


72 


30 


102 


240-259.99 


80 


28 


108 


280-299.99 


88 


28 


116 


330-359.99 


96 


28 


124 


420^449.99 


108 


28 


136 


480-509.99 b 


116 


28 


144 



a Complete schedule for 5-person household not shown. 
Add $4 to monthly purchase price for each $30 of monthly 
income (or portion thereof) over maximum income shown on 
schedule. 

Source: U.S. Department of Agriculture, Marketing and 
Consumer Service. 



Local Administrative Problems 

In many areas effective coverage by the food 
programs is restricted because program admin- 
istration is delegated to the local welfare depart- 
ment, which seldom has the capacity to reach all 
potentially eligible households. Potential partici- 
pants often are dismayed by the amount of paper 
work and bureaucratic red tape involved in the 
Public Assistance procedures used to determine 
eligibility. In some cases the welfare department 
is not interested in expanding participation in the 
food programs to all who need diet improvement. 
Some local governments have chosen not to have 
programs; this may be because localities bear the 
full burden of administrative costs. 

Overzealous application of the means tests, un- 
necessarily complex regulations, and creation of 
minor obstacles easily can discourage people 
whose traditional mistreatment by local authori- 
ties has made them unsure of their rights and 
reluctant to pursue them in the face of obvious 
official disapproval. 

Child Feeding Programs 

In addition to the family food distribution pro- 
grams, the Department of Agriculture funds a set 
of child feeding programs. These are not specifi- 
cally directed to poor children, but recent legisla- 
tion has provided for giving children from low- 
income families special consideration in these pro- 
grams. These programs include the School Lunch 
program, the Special Milk program, the School 
Breakfast program, and certain supplemental 
programs authorized by special temporary legisla- 
tion. These programs are administered by State 
and local governments. These governments fi- 
nance their participation in the programs by 
charging school children for meals eaten. States 
make very few contributions out of general 
revenues. 

Estimates indicate that as many as three mil- 
lion school children from poor families do not 
receive a free or reduced-price meal at school, 
in spite of the fact that Federal costs alone for 
these programs run well over $300 million. 



Appendix A — Review of Existing Programs 



137 



Much of the problem in getting free meals to 
poor school children is due to the attitudes of 
school administrators toward the "undeserving 
poor" as well as to the lack of physical facilities 
required to operate the food programs. Programs 
often are demeaning and stigmatize poor children. 
Some children refuse to participate in free lunch 
programs because they are required to sweep halls 
or do other clean-up work of which they are 
ashamed. 

Recent legislation has permitted the Depart- 
ment of Agriculture to operate an emergency food 
program for special groups in the low-income 
population particularly vulnerable to malnutri- 
tion, such as preschool children and pregnant 
women. 



Social Services 

A variety of publicly supported social services 
are available to the poor. Some programs, such as 
care for the mentally defective and vocational re- 
habilitation for the handicapped, help shoulder 
the financial burden of care and training so that 
it does not impoverish the families of stricken in- 
dividuals. Such programs also may seek to en- 
hance the employment potential of the handi- 
capped persons themselves. Other programs, such 
as those providing for neighborhood service 
centers, attempt to make services already available 
at the local level more accessible and well-known 
to the poor. Another group of programs provide 
services, such as legal services, which the poor 
could not afford to buy. 

The major link between income maintenance 
and social services, however, exists in the Public 
Assistance program where services of one sort or 
another generally are tied to the receipt of in- 
come. It is often assumed that more and better 
services would reduce the need for Public Assist- 
ance — particularly the need for Aid to Families 
with Dependent Children. The following section 
will examine that assumption in light of past ex- 
perience. 



Services Provided Under Public Assistance 

Public Assistance administration was infused 
with social work theories and personnel from its 
inception. The case-by-case approach to financial 
assistance was designed to allow for individualized 
attention to the problems of Assistance recipients. 
Implicit in this approach is the assumption that 
recipients suffer from poor social adjustment as 
well as lack of income and therefore require guid- 
ance by caseworkers in welfare departments. 

The service strategy was reinforced by the 1962 
Amendments to the Social Security Act which 
offered financial incentives to States for providing* 
services in connection with Public Assistance pro- 
grams. The arguments put forward in defense of 
the Amendments explicitly stated that an increase 
in funds for services ultimately would save money 
by helping people get off of welfare. The services 
to be offered under the Amendments were not 
specified but only suggested by broad categories 
such as "maintaining home." The greatest em- 
phasis was on "rehabilitating" AFDC families 
through enhancing their employment potential. 

The 1962 amendments allowed welfare agen- 
cies which meet certain Federal caseload stand- 
ards to be reimbursed initially for 75 percent and 
now for 85 percent of the salaries and expenses 
of social workers performing the new services. 
This strong financial incentive accounts for much 
of the increase in the number of social workers 
employed by these agencies. The number rose 
from 41,000 in 1960 to 144,000 in 1968. Because 
there were not enough trained social workers to 
fill these new positions, many recent college grad- 
uates with no professional training have been 
hired and now are offering social work services. 

Evaluation of Public Assistance Services 

No data are available to show what services 
are being provided under Public Assistance and 
how effective they have been. In the quarter end- 
ing March 31, 1968, three million children on 
AFDC were reported to have been in families 
receiving social services, including casework, 
group work, homemaker services, and counseling. 



Appendix A — Review of Existing Programs 



138 



In fiscal year 1968, the cost of services in Public 
Assistance was estimated at $770 million, 61 per- 
cent of which was financed with Federal funds. 
However, it is not clear whether useful services in 
fact are being provided. The general apparatus 
for accounting and evaluation in the administra- 
tion of social services is so poorly developed that 
adequate cost-benefit analyses will not be forth- 
coming in the near future. 



Type of Service Provided 

The records of most welfare agencies merely 
list the number of cases receiving services under 
such broad categories as "maintaining family life 
and improving functioning," so comprehensive 
analysis of services is impossible. Many reported 
services actually may be verbal suggestions or ad- 
monitions delivered during eligibility determina- 
tions or fact verifications in the course of infre- 
quent visits with clients. If a social worker dis- 
cusses a child's progress in school with an AFDC 
mother, it may be recorded under "services related 
to education"; if a case worker drives a mother to 
a prenatal clinic, records may indicate delivery 
of "services related to health care." Limited ob- 
servations lead to the conclusion that the Federal 
service money is, in many cases, a subsidy for pro- 
gram administration. The categories of services 
are defined so loosely that except for the actual 
computation and issuance of money payments, al- 
most any activity performed by a welfare agency 
can be considered a service. 

A survey of AFDC recipients in Wisconsin at- 
tempted to determine whether social services were 
achieving the diffuse goals established by the 1962 
Amendments. This study found a "very low level 
of social service activity." 

For the vast majority of AFDC families, 
social service means a caseworker visit a little 
more than once every three months for a little 
more than 30 minutes per visit, with an occa- 
sional client's call to her caseworker. Qualita- 
tively, the dominant characteristic of the serv- 
ice is one of minimum intervention. Three types 
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of social service activities can be distinguished : 
(a) a provision for tangible, specific things that 
clients want; (b) general counseling, advice, 
and guidance; and (c) specific advice or guid- 
ance disapproving or approving of specific 
client behavior. 

But aside from health services (which were 
cost-free to the agency), caseworkers tended to 
avoid areas which might lead to specific re- 
quests that would cost the agencies or would 
be hard to accomplish. This finding parallels 
the findings in our study of the administration 
of AFDC budgets, through which we dis- 
covered that very few clients made more than 
occasional requests for money grants to meet 
unusual needs. Either they were not advised 
about the availability of the grants or were dis- 
couraged from making requests. In sum, with 
the exception of health, the caseworkers had 
very little of a tangible, specific nature to offer 
clients. 6 

This finding for Wisconsin is consistent with 
observations in other parts of the country. 



Assessment of Services by Recipients and Social 
Workers 

The nature and effectiveness of social services 
has been studied by the California State Legisla- 
ture. 7 In general, the study found little or no posi- 
tive results from social services. This study's major 
findings will be quoted at some length because of 
the paucity of other data on the subject. 

Social worker-recipient pairs are highly tran- 
sient. Social workers had worked with an indi- 
vidual recipient, on the average, for only eight 
months. In fact, during the two month period 
of this study, nearly one-third of the pairs were 
broken by either the social worker or the 
recipient moving, transferring, etc. 

Social workers saw recipients, on the average, 

* Joel F. Handler and Ellen Jane Hollingsworth, "The 
Administration of Social Services in AFDC: The Views 
of Welfare Recipients" (University of Wisconsin, Institute 
for Research on Poverty, April 1969), p. 40. 

7 State of California, Assembly Committee on Social 
Welfare, California Welfare: A Legislative Proposal for 
Reform, February 1969. 
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once every other month. (One-half of the re- 
cipients were actually seen only twice in six 
months. ) Two-thirds of the workers stated they 
spent more than 60 percent of their time de- 
termining eligibility — not in giving social 
services. 

In only 15 percent of the cases did the recip- 
ients and social workers agree that help had 
been provided. 

Most recipients viewed their primary prob- 
lem as a shortage of money. Seventy-eight 
percent stated they did not have money enough 
to get through each month. Recipients viewed 
non-financial services as irrelevant. 

There was little relationship between the 
recipient's problem and the type of service 
given, i.e., counseling was often the only service 
given for bad housing, unemployment and 
illness. 

Only 1 7 percent of the recipients stated they 
would go voluntarily to a social worker for 
"help." Many indicated they would not use the 
services of a worker from public welfare due 
to a lack of trust and a feeling of invasion of 
privacy. 

The California study concluded that "there is 
a tendency to offer social services, especially coun- 
seling, in a well-meaning but fruitless effort to 
compensate for inadequate aid grants." 8 

Financial deprivation was found to be a great 
obstacle to overcoming nonfinancial problems of 
welfare recipients. Many issues that were dealt 
with as social problems, such as truancy because 
of lack of proper clothing, and behavioral prob- 
lems due to inadequate diet, could have been 
solved by money alone. 

It has been argued that experience since the 
1962 Amendments is not a true test of the efficacy 
of social services since high caseloads and time- 
consuming paperwork prevent caseworkers from 
delivering concentrated services. But a study in 
Chemung County, New York, found that a 
group of 50 families on welfare which received 
intensive casework carried out by persons with 
masters' degrees in social work experienced no 



"Ibid., p. 53. 



more development in social adjustment than a 
control group which received no such services. 9 

Effect on Welfare Rolls 

The broadening of social services has not led 
to a reduction in welfare. In fact, some of the 
largest increases in welfare rolls have occurred 
since 1962, despite consistent economic gains for 
the general population. This suggests that the 
appropriate roles of services and cash income 
maintenance have been confused. There is no evi- 
dence that services — particularly the counseling 
services generally provided by welfare depart- 
ments — are effective in the absence of basic in- 
come. It has been suggested, moreover, that the 
compulsory nature of social services may reduce 
the effectiveness of those services, because clients 
resist being labeled social problems and are unable 
to develop rapport with a caseworker with whom 
they also must argue over money. 

Imposition of Services and Free Choice 

There is a widespread dissatisfaction with cur- 
rent social service arrangements among both re- 
cipients and social workers. There is a growing 
belief that social services should be separated from 
the provision of income, and that such services 
should be optional and part of a system of social 
services available to the general public. 

If the services currently tied to assistance are 
desirable and have positive benefits over the long 
run, then they should be developed independently 
and on justifications other than those associated 
with receipt of cash transfer incomes. Moreover, 
services should be made available to all groups of 
the poor, rather than just those currently receiv- 1 
ing Public Assistance. Such an arrangement 
would permit recipients of cash transfers to choose 
those social services they find useful, since the 
California study noted that unless recipients de- 
fined a problem as real, social services were 
ineffective. 



"Gordon Brown, ed., The Multi-Problem Dilemma 
(Metuchen, New Jersey: Scarecrow Press, 1968). 
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Services and the Allocation of Resources 

In attempting to choose between providing the 
poor with increments of service or income, we find 
that insufficient data exist to guide a definitive 
choice. However, we do know that the incidence 
of various social problems decreases as income in- 
creases. And no evidence suggests that current 
social services are effective or would be effective 
on an expanded basis without increased incomes. 



Conclusions on Ih-kind Programs 

It has been common practice in this country to 
have the nonpoor decide what the poor need, and 
to provide them with some of these things rather 
than with money. This policy has been based on 
the belief that dependency and poverty spring 
from faulty values, laziness, apathy, and the like, 
and that the treatment of poor and dependent 
families should include investigation, rehabilita- 
tion, and guidance. Yet this view does not stand 
up in the face of evidence on the poor. 

Given the extremely low income of many of the 
witnesses who appeared before the Commission, 
mere survival represented an accomplishment. 
The poor often displayed incredible ingenuity in 
food preparation, for example, in providing va- 
riety and balance in their diet despite severe 
limitations on their purchases. Similarly, most 
recipients seemed to understand basic health re- 
quirements. Ingenuity, however, could not com- 
pensate for the lack of cash to pay the rent, or to 
buy the components of a truly adequate diet, or 
to purchase medical services. 



Some low income persons undoubtedly need 
nutritional, health, and homemaking education, 
as do people at nearly all income levels. The most 
pressing need, however, is for money. Many per- 
sons are too poor even to participate in current in- 
kind programs. Poor families and individuals 
must have a minimum income to live in Public 
Housing or to participate in low-cost housing as 
well as other housing loan and subsidy programs. 
Similarly, many persons cannot afford to buy 
Food Stamps. Such programs do not correspond 
to the day-to-day way of life the very poor are 
forced to live. 

The encroachments on individual choice 
wrought by many of our current in-kind programs 
contribute to their ineffectiveness. Surplus food is 
thrown away because the family does not like it; 
an eligible family does not buy Food Stamps be- 
cause it has to give up too many nonfood pur- 
chases to do so; sick people do not use a health 
facility because it is unpleasant or too far away. 
Thus, resources may actually be wasted. The mar- 
ket system provides for protection against wasting 
resources. If services are ineffective, or goods are 
inferior, purchases can be expected to cease, as 
individuals spend their limited funds on other 
goods and services. Where goods and services are 
provided free or are subsidized by bureaucratic or- 
ganizations, this automatic discipline is lost. 

In-kind transfer programs are preferable to di- 
rect cash supplements only where individual ef- 
forts cannot achieve the desired goal effectively 
and efficiently through use of the marketplace, 
and when the demand for goods and services at 
reasonable cost exceeds the capacity of the mar- 
ket to supply them. 
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Recognition of the problems created by the 
absence of an income floor program has prompted 
many program proposals in recent years. These 
proposals have in common some basic objectives : 
more uniform coverage of the poor, greater ob- 
jectivity of operation, higher income for the poor, 
and preservation of work incentives. Some are 
income-tested; some are not. Some are con- 
nected with employment and others are not. 
The Commission has reviewed the proposals 
which have appeared prominently in recent pub- 
lic discussion. This evaluation has led us to prefer 
a universal, income-tested program that provides 
cash supplements as recommended in the Report. 
This Appendix reviews other programs, and rea- 
sons for finding them less satisfactory. 

Program Types 

Most income maintenance proposals can be 
grouped under one of the three major program 
types. There are employment-related plans that 
are aimed at increasing incomes through the pro- 
vision of training; direct employment; and/or 



wage subsidies. Some plans would redistribute 
wealth on a per capita basis. The majority of 
plans, however, are for one form of income trans- 
fer or another. Such plans as welfare reform, 
negative income taxes, and children's allowances 
would increase personal incomes directly through 
cash transfers. Proposals of these types are con- 
sidered more fully below. 

Employment-Related Programs 

A number of widely discussed antipoverty pro- 
posals would operate through labor markets. Two 
of the most important of these are "government 
as the employer of kst resort" (or guaranteed 
employment) and wage subsidy proposals. De- 
spite the popularity of such plans, there is very 
little hard knowledge about how they might op- 
erate, the number of people that would be af- 
fected, the wages that would be paid, and how 
much they might cost. If "wage subsidies" and 
"guaranteed employment" are to be more than 
empty phrases, these and other difficult questions 
must be answered. 
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Briefly, a wage subsidy is a means for achiev- 
ing one or both of the following two ends: first, 
insuring that low- wage employees receive a more 
adequate wage, and second, inducing the employ- 
ment of unemployed labor. A subsidy can fill all 
or part of the gap between the workers' value on 
the open labor market and a "target wage." The 
wage subsidy may be paid directly to the worker 
or may be paid to the employer who in turn pays 
his employees a wage exceeding their market 
value. By definition, the subsidy program can aid 
only those who are now working or who are po- 
tentially employable. 

The income needs of nonemployable persons 
would have to be met by other programs. And, 
there may be residual income needs for employed 
persons with large families. 

It is estimated that a wage subsidy set at 50 
percent of the difference between a "target wage" 
of $2.00 and actual wage rates would make pay- 
ments of $7 billion to nearly 15 million persons. 
Graduated taxes on subsidies in excess of family 
poverty lines would yield $1.3 billion, leaving an 
estimated net cost of $5.7 billion. 

A potential problem inherent in any wage sub- 
sidy scheme is that employers could gain a por- 
tion of the subsidy. The less competitive labor 
markets are, the more likely it is that employers 
will be subsidized. Some lesser amount of benefits 
could also be "lost" to the working nonpoor — 
especially second earners in a family — who work 
in subsidized jobs. 

While one purpose of a wage subsidy is to 
induce private sector employers to hire low pro- 
ductivity workers, guaranteed employment direct- 
ly provides jobs in the public sector. Candidates 
for guaranteed employment will generally be 
those whose productivity is less than some "tar- 
get wage." They either will be currently employed 
below that target wage, or unemployed. Ideally, 
work would consist of socially useful tasks which 
otherwise would not be performed, assuming 
there is an adequate supply of such tasks. 

A program with the Federal Government serv- 
ing as employer of last resort and offering employ- 
ment at the minimum wage— subject to a number 



of eligibility restrictions including overall family 
income — would cover an estimated 9 million 
workers and cost an estimated $16 billion. 

Coverage 

Wage subsidies and guaranteed employment 
are both "work-conditioned" income mainte- 
nance programs; that is, only those who are able 
to work qualify for program benefits. There are 
at least three social reasons for supporting such 
programs : 

• To offset the gross cost of cash income main- 
tenance through the production of socially use- 
ful goods and services. 

• To provide an educational experience which 
eventually makes it possible for participants 
to succeed in the private labor market. 

• To provide participants and/or society with 
the psychological benefits that accrue when in- 
come is received, not as a gift, but as compen- 
sation in return for services. 

The relative weights assigned to these three 
reasons have important implications in any de- 
termination of who should be included in pro- 
gram participation. In an actual program at least 
some of the conflicting values implicit in these ob- 
jectives must be compromised. Operationally 
feasible eligibility criteria must also be formulated.' 
If equal weight is given all three, universal cov- 
erage is implied, but this may be quite expensive. 
If the number of openings in the program must be 
rationed, a relatively high weighting of the first 
reason (minimum costs) suggests creaming the 
most productive of the low productivity labor 
force. A large weight on the second reason (work 
experience) implies an emphasis on those who 
could benefit most from training (e.g., the young 
or those who live in areas where nonsubsidized 
jobs can be procured ) . Highly weighting the third 
reason (psychological benefits) may imply that 
only family heads should be permitted to partic- 
ipate. Should secondary workers (e.g., the wives 
of working husbands) participate, family income 
may be brought well above the poverty line. If 
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secondary workers are denied eligibility, how- 
ever, incentives for family splitting are created. 

If participation in a wage subsidy or job pro- 
gram is limited in order to reduce costs, some sort 
of priority system will have to be used. Then, em- 
ployment at a certain wage is no longer "guar- 
anteed" to all who wish to work, but only to those 
falling within certain categories. Hence the term 
guaranteed employment or the guaranteed wage 
implied in a wage subsidy becomes something of 
a misnomer. But a categorical program offering 
income from jobs has the same defects as cate- 
gorical programs which simply offer income. 

job Content 

The relative weights assigned to the three main 
reasons for supporting work-conditioned income 
maintenance programs (listed in the last section) 
are important determinants of the content of the 
jobs assigned to individuals qualifying for a wage 
subsidy or a guaranteed job. The desire to mini- 
mize costs puts a high priority on the usefulness 
of the task performed, while maximizing psycho- 
logical benefits does not, assuming it is activity 
rather than productivity from which the psycho- 
logical benefits flow. However, the destructive 
impact on morale of useless make-work is well 
known, and this effect must be offset against po- 
tential productivity improvements from experi- 
ence. Maximizing work experience puts the em- 
phasis on the performance of jobs where valued 
skills are acquired, coupled perhaps with sup- 
portive services, e.g., vocational training, basic 
education, and special counseling. 

The supply of productive and/or skill-acquir- 
ing types of jobs could drastically limit the size of 
the program. While it is true that there are many 
tasks in the public sphere that could improve the 
quality of public services, it is also true that these 
tasks are not limitiess. Moreover, they also re- 
quire expenditures in training, supervisory per- 
sonnel, and supporting administrative structure. 
To be most effective and most useful, it is likely 
that the need for public services and a carefully 
designed strategy for service implementation 



should take precedence over the sheer develop- 
ment of jobs in these areas. 

job content can be controlled more or less 
directly in the case of guaranteed, publicly ad- 
ministered employment programs. This is not true 
under a wage subsidy program, where the par- 
ticipating private employer will determine job 
content, subject to whatever incentives or pres- 
sures the Government can apply (e.g., to insure 
emphasis on skill upgrading). But, many of the 
potential publicly administered jobs have been 
considerably over-romanticized. Many are not un- 
like other jobs at the lower end of the pay scale. 
Moreover, the opportunities for advancement 
typically are limited. Given, for example, the end 
of a teacher shortage in most areas, it is unreal- 
istic to expect many teachers' aides to be trained 
to become teachers. 

Wage Levels 

The level of the wage paid the participants in 
a wage subsidy and/or guaranteed employment 
program is critical in determining both the pro- 
gram's effectiveness as an antipoverty device and 
its costs. In general, the higher the wage the more 
useful it would be as an antipoverty tool. Higher 
wages also would increase the attractiveness of 
the program to potential participants, and con- 
sequently some sort of priority system would be 
necessary to keep costs manageable. 

Since a substantial number of workers pres- 
ently are employed at or below the minimum 
wage, a large scale guaranteed employment pro- 
gram paying the minimum wage may necessitate 
considerable economic adjustment by low-wage 
industries if significant numbers of workers should 
transfer from private to guaranteed public em- 
ployment. Under guaranteed employment there 
is not only the possibility of an initial large shift 
of workers from the private sector onto Govern- 
ment payrolls, but also of repeated shifts from 
one sector to the other as wage rate differentials 
and job opportunities fluctuate over the business 
cycle. 
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Wage Differentials 

Assuming that the general wage level is given, 
establishing wage differentials for participants in 
work-conditioned income maintenance programs 
involves a very intricate set of problems. Wages 
under various programs may differ by geographic 
region, work assignment, individual merit, senior- 
ity, and, in the case of wages subsidies, by industry. 
Since a family's standard of living is a function 
of the number of people in the family, it also may 
be desirable to vary the wage on the basis of 
household size. The type and size of the wage dif- 
ferentials will affect program costs, the flow of 
individuals into, within, and out of the program, 
and possibly the wage structure of the nonsubsi- 
dized sector of the economy, to mention but a few 
of the possible implications. 

Conclusion 

Under either program the net costs would be 
economic equivalents of cash transfers of the same 
amount and distribution. Apart from whatever 
nonlabor income they may have, households are 
poor because their members are not employed, 
are underemployed, or are employed at wages 
too low relative to household size. Persons not 
employed are without labor income because, at 
the time, their contribution to an employer's in- 
come (a) does not justify payment of the prevail- 
ing wage; (b) is so low that, given that only 96 
percent of the labor forc.e is employed, they have 
been screened into the remaining 4 percent; or 
(c) is less than the value of their labor in the 
home. Or, they may be too old, young, or sick to 
work. Persons employed presumably are produc- 
ing all that they can and are compensated for 
what they can do. The wage subsidy in private 
employment could leave many persons who are 
now unemployed out of work or could displace 
some of those presently employed. Total employ- 
ment might not necessarily be raised, depending 
on the structure of the program and whether the 
program could be used by employers to subsidize 
their current workers. Government jobs might 



accomplish some worthwhile things, but Gov- 
ernment output is not sold in the market. In the 
National Income and Product accounts, Gov- 
ernment output is valued at cost. This convention 
should not delude us into believing that an in- 
crease in Government payroll automatically in- 
creases real output by a corresponding amount. 
Hence, the assertion that net labor costs (i.e., 
value of output minus wages) of these programs 
are economic equivalents of cash transfers. 

In general, the Commission believes that wage 
subsidy and limited (i.e., non- "guaranteed" ) em- 
ployment programs might be best used as comple- 
ments to a basic income maintenance system 
should they prove feasible after further study. 
These programs can affect only employed or po- 
tentially employable persons. For those unable to 
work, the basic income would be the source of 
support. Moreover, an income supplement pro- 
gram still would be needed for large families to 
augment the wages from the subsidy or employ- 
ment program. Thus such programs are not sub- 
stitutes for the development of adequate income 
supplement plans. 

Redistribution of Wealth 

Serious proposals to redistribute wealth are few 
in number. Redistributing wealth could put in- 
come-producing property in the hands of all 
Americans, thereby reducing their dependence on 
both labor and transfers as a source of income. 
Given the absence of the potential for large in- 
creases in capital productivity, however, such 
schemes would not provide enough income to 
make possible adequate incomes to all without 
earnings and other Government transfers. Trans- 
ferring income rather than wealth seems a more 
appropriate and direct means of affecting income. 

Income Transfer 

In principle, redistribution of income is not dif- 
ferent from redistribution of wealth. The higher 
taxes to finance income transfers reduce the after- 
tax income and, hence, capital values of those 
who pay taxes, and grants create at least implicit 
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capital values for those receiving them. The capi- 
tal value of grants is recognized by lenders who 
may consider an AFDC mother with a grant of 
a given size a better credit risk than another 
woman with no income or even with the same 
monthly earned income. 

Modifications of Existing Programs 

A number of proposals would modify existing 
welfare and social insurance programs. The rea- 
sons for rejecting this approach to alleviating pov- 
erty have been discussed in Appendix A. While 
these programs are worthy of improvement, a 
new program is needed as well. 

New Programs 

A variety of proposals to redistribute income 
through new programs — ranging from children's 
allowances to negative income tax plans. — have 
also been made. Basically, two kinds of new pro- 
grams have been presented: those, such as the 
plan recommended by this Commission that 
would supplement incomes and thus have a test 
of income need, and those such as children's al- 
lowances that would provide payments to persons 
in a selected category of the population regard- 
less of the level of their other income. Neither 
type of program is a complete substitute for Pub- 
lic Assistance as envisaged in most published ver- 
sions. Under most of the plans being discussed 
benefits are not high enough to cover the full 
needs of all current recipients. Moreover, they are 
not tailored individually to the special needs of 
particular families. Rather, they are viewed by 
proponents as partial substitutes for welfare, and 
as a way of giving aid to new groups now outside 
of the welfare system — primarily the working 
poor. Also, they are seen as a means of giving the 
Federal Government a greater role in a National 
system of income maintenance and a greater share 
in the cost. 

Income Supplement Programs Related to Need 

A frequent proposal is that a guaranteed an- 
nual income (GAI) be provided to all. In this 



program, the Government would pay the differ- ■ 
ence between a family's income and a socially 
defined level of minimum income. If the pro- 
gram is Federally-administered, the burden of 
administering cash payments is lifted from State 
and local welfare agencies except for providing 
emergency aid. The same results can be achieved, 
it should be noted, through a State and locally 
administered program by setting a uniform stand- 
ard for payment levels, making men who work 
eligible for supplementation, and including 
couples and unrelated individuals. A guaranteed 
annual income can be regarded as a welfare re- 
form program. This was essentially the proposal 
of the Advisory Council on Public Welfare in 
1966. 1 

This type of plan, as generally proposed, is 
universal in coverage. If the guarantee level is set 
at the poverty line, all poverty is eliminated at 
once. However, a basic defect of the program is its 
failure to deal directly with the work incentive 
issue. The plan would make it unprofitable to 
work unless earnings exceed the guaranteed level. 
In the economist's terms, this program has an 
implicit 100 percent marginal tax rate on earn- 
ings — for every dollar earned, a dollar of guaran- 
teed annual income is lost. In the construction of 
tax systems, we exhibit a great deal of concern 
lest our marginal tax rates be set so high as to 
discourage work efforts. The same concern must 
apply to programs for transferring income to the 
poor. 

One can build on this type of plan, however, by 
adding a positive work incentive feature, such as 
reducing the payment by some fraction of a dollar 
for each dollar of earnings. This type of plan is 
frequently referred to as a negative income 
tax. Characteristic of all proposed plans of this 
type is that they guarantee a certain income level 
to families with no income, with the guarantee 
varying by family size. 

1 Having the Power . . . We Have the Duty, Report 
of the Advisory Council on Public Welfare (Washington, 
D.C.: U.S. Government Printing Office, 1966). 
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As a family's income rises, the supplement from 
the Government decreases, but only by a fraction 
of the increase in income. That is, the plans allow 
the recipient to build upon that guarantee by 
adding earnings which are only partly taxed 
away. These plans provide a financial incentive to 
work. Those who work will always have more in- 
come than those who do not. 

Most proposals of this nature are universal: 
that is, they cover the entire population. However, 
it is possible to have such a program only for 
certain groups in the population such as 
families with children. The Family Assistance 
Program proposed by the" current administration 
is an example of this type of plan. This Com- 
mission's basic recommendation is for such a plan 
on a universal basis. 

Programs Unrelated to Need 

Programs can also be designed to provide in- 
come without a needs test of any sort. Such pro- 
grams, known as demogrants, make payments 
based on factors such as age or sex. The many 
suggested plans in this category are known 
variously as social dividends, universal old-age 
grants, and children's allowances. The coverage, 
structure, and cost of these programs vary widely, 
depending on the specification. The most often 
proposed plan is a children's allowance. 

Children's allowances usually are proposed as 
modest grants per child regardless of family in- 
come. The universality of payments to all chil- 
dren is alleged to remove any stigma of a means 
test from the program, and to demonstrate Gov- 
ernment interest in the well-being of even non- 
poor children. 

While the strongest case for children's allow- 
ances is made on social grounds, the strongest 
arguments against their use as a major anti- 
poverty program are set in benefit/ cost terms. The 
problem is that to provide significant aid to poor 
children requires that a good deal of expenditures 
go to nonpoor children. Thus, in terms of gross 
payments, this program is much more expensive 
than an income-tested program per dollar of aid 
to the poor. 



Payments of $50 monthly per child, for ex- 
ample, would entail a gross cost of over $41 
billion. The financing of such a plan through 
such means as taxing the allowance and eliminat- 
ing the income tax exemption for children would 
undermine some of the alleged advantages of the 
universal approach. 

Yet these two measures would reduce the cost 
of a $50 per child monthly allowance only to $28 
billion, so additional financing would be required. 
Even at this cost, many children and their fami- 
lies would remain poor, and programs based on 
need would be required, both for families with 
children and persons and families ineligible for 
children's allowances. Payments at a lower level — 
more realistic in terms of cost — would leave even 
more families with children in poverty. 

Thus, because of the financing mechanisms in 
such programs, some of the advantages of chil- 
dren's allowances are much more apparent than 
real. We must face the fact that not everyone can 
benefit equally from a transfer program. How- 
ever cleverly disguised, there must be net payors 
as well as net payees. When we recognize the 
need to recapture benefits from the affluent 
through the tax system to finance benefits for the 
poor, this type of program does not appear to be 
very different from an income- conditioned grant 
for families with children. This undermines the 
argument that children's allowances would 
garner greater social and political support than 
equivalent income-conditioned transfer programs. 

The main technical difference between the 
children's allowance and the negative tax for 
families with children is that in negative tax 
programs the transfer of funds is done on the 
basis of a net transfer — an income deficiency is 
met. In the case of children's allowance or demo- 
grant plans, two transactions are involved. Gross 
payments are made to all in the selected category. 
Those whose income is above a certain level, 
however, must pay a portion of the benefits back 
through the positive tax system to finance the 
program cost. The ultimate distribution of bene- 
fits and burdens of financing can be made identi- 
cal by the financing mechanism. Thus, benefits in 
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one case depend on a prepayment means test, 
and in the other net benefits depend on a postpay- 
ment means test. The poor would be net bene- 
ficiaries in either case — receiving cash income in 
a simple way. Under children's allowance plans, 
the more affluent simultaneously receive an in- 
crease in gross income and an increase in taxes. 

Children's allowances are essentially extensions 
of the categorical system of aid. While new bene- 
ficiaries are added, many persons in equal finan- 
cial need are excluded. On the basis of our past 
experience with categorical programs, it seems 



clear that this incremental approach which care- 
fully defines eligibility also equally defines exclu- 
sion. While many children are desperately in 
need of aid, there are too many other equally 
needy persons to justify proposing another cate- 
gorical program. 

If there were an adequate program providing 
a floor under income to all Americans, an argu- 
ment could be made that children's allowances 
are a good way to redistribute income between 
families with children and others within similar 
income classes. But, children's allowances are a 
poor antipoverty weapon. 
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The specific operational and definitional fea- 
tures of the income supplement system recom- 
mended can affect the program operation signifi- 
cantly. Different benefit structures, definitions of 
family units, and the like can change the program 
effect. This Appendix reviews alternative design 
features, and notes specific operational program 
features which seem desirable. 

Level 

The level of the allowance establishes the 
amount of income provided to families or persons 
with no other income. The Commission plan pro- 
poses an allowance of $750 for each of the first 
two adults in a family and $450 for additional 
members. As outlined in the Report, this provides 
an income of $2,400 per year to a family of four 
with no other income. While not adequate as a 
living standard, this program would be a major 
step towards an adequate income support sys- 
tem. Many of the poor would be removed from 



poverty, and many others would receive signifi- 
cant income increases. 

Since benefits decline by only 50 cents for 
each dollar of other income, some benefits are 
provided to families of four with incomes up to 
$4,800. Tables C-l and C-2 show the amounts 
of Federal payment that could be made and total 
family income by size of family and amount of 
other income. 

Benefit Structure 

Two types of benefit structures have been pro- 
posed for such programs: those which are re- 
lated to the poverty line, and thereby take account 
of economies of scale in family living by having 
benefits per member decline as family size in- 
creases; and those which provide flat payments 
per family member. The former provide roughly 
equal standards of living to families of varying 
size; the latter provide equal money income per 
family member. 
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Proponents of structuring the benefit level in 
relation to the poverty line point out that there 
are economies of scale in family living, and that 
the first family member requires more to survive 
than succeeding family members. Proponents of 
flat grants point out that if a considerably larger 
amount is given to the first individual with con- 
siderably smaller amounts for succeeding indi- 
viduals there are financial incentives for single 
adults to separate from the family to maximize 
total family transfers. Indeed, there are financial 
incentives for collusion and fraud, since by re- 
porting income separately two adults in the same 
household can increase the total grant available 
to the family. 

The Commission proposal represents a com- 
promise between these possibilities. It provides 
flat benefits, but differentiates in benefit levels 
between adults and children. The first two adults 



in a family receive $750 each while succeeding 
family members receive $450 each. Table G-3 
shows the basic allowance level for a program 
scaled to the poverty line that pays $2,400 to a 
family of four with no income, a program paying 
a flat $600 per family member, and the Com- 
mission program. These plans all provide $2,400 
to a family of four but pay different amounts to 
families of different sizes. 

The Commission proposal has the effect of not 
providing any financial gain for adult members 
of the family with no other income to separate 
from the family for the purpose of increasing the 
total transfer income received by the family. But 
the Commission plan roughly takes account of 
economies of scale for larger families. Thus it is 
superior to both of the pure alternatives. For fam- 
ilies in which only one adult has earnings there 
still may be financial gain from separating. This 



TABLE C-l. Annual Amount of Federal Payment by Household Size and Amount of Other I ncome, Proposed Program 



Household size 



Amount of other income 
[in dollars] 



500 



1000 1500 2000 3000 4000 5000 6000 



7000 



250 
700 



1 750 500 

2 (1 parent, 1 child) 1200 950 

2 (couple) 1500 1250 1000 

3 (1 parent, 2 children) 1650 1400 1150 

3 (2 parents, 1 child) 1950 1700 



0 

450 
750 
900 

1450 1200 



200 
500 
650 
950 



0 
0 

150 
450 
900 



4 b 2400 2150 1900 1650 1400 

5 b 2850 2600 2350 2100 1850 1350 



0 

850 350 



0 

3300 3050 2800 2550 2300 1800 1300 800 300 
7 b 3750 3500 3250 3000 2750 2250 1750 1250 750 



0 
250 



* Other income includes income from all sources other than income-tested Public Assistance and Veterans Pensions. 
b Assumed to include two adults. One-adult families of the same size would receive $300 less. 

TABLE C-2. Total Annual Income by Household Size and Amount of Other Income, Proposed Program 



Household size 



Amount of other income 
[in dollars] 



500 



1000 1500 2000 3000 4000 5000 6000 



1 750 1000 1250 1500 2000 3000 4000 5000 6000 

2 (1 parent, 1 child) 1200 1450 1700 1950 2200 3000 4000 5000 6000 

2 (couple) 1500 1750 2000 2250 2500 3000 4000 5000 6000 

3 (1 parent, 2 children) 1650 1900 2150 2400 2650 3150 4000 5000 6000 

3 (2 parents, 1 child) 1950 2200 2450 2700 2950 3450 4000 5000 6000 

4 b 2400 2650 2900 3150 3400 3900 4400 5000 6000 

5 b 2850 3100 3350 3600 3850 4350 4850 5350 6000 

6>- 3300 3550 3800 4050 4300 4800 5300 5800 6300 

7 b 3750 4000 4250 4500 4750 5250 5750 6250 6750 

» Other income includes income from all sources other than income-tested Public Assistance and Veterans Pensions. 
Assumed to include two adults. One-adult families of the same size would receive $300 less- 



7000 



7000 
7000 
7000 
7000 
7000 
7000 
7000 
7000 
7250 
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potential gain is lower than under current pro- 
grams however. 

To avoid large payments to very large families, 
ceilings sometimes are proposed. Recent court 
rulings have cast doubt on the constitutionality 
of family maximums on payments in Public As- 
sistance programs. Thus, it would seem unde- 
sirable to introduce such features in a new 
program. One could argue more justifiably on the 
grounds of economies of scale for reducing the 
benefit amount per family member for members 
beyond some number. The Commission has not 
made recommendations in this area, but presents 
some data for review. Table C-4 shows the costs 
and number of recipients of supplementation for 
the Commission plan, for a plan which pays no 
added benefits for the eighth or succeeding fam- 
ily members, and for a plan in which the eighth 
and succeeding members receive only $225 in 
basic allowance (half the amount added by the 
third through seventh members) . 

TABLE C-3. Effect of One Adult Separating on Total 
Transfer Income of Family Under Alternative Benefit 
Structures, Family with No Other Income 



Family size Benefits Flat grant Commission 

scaled to per member *■ plan 5 
poverty index a 



I. Family Intact, Total Household Income 

2 $1530 $1200 $1500 

3 1870 180O 1950 

4 2400 2400 2400 

5 2830 3000 2850 

6 3180 3600 3300 

II. One Adult Separated: Income of Two Households 

2 $2360 $1200 $1500 

3 2710 1800 1950 

4 3050 2400 2400 

5 3580 3000 2850 

6 4010 3600 3300 



"68 percent of poverty index for nonfarm family. $1180 
for sinqle individual. 
4 $600 per person. 

« $750 for first two adults, $450 for each additional 
member. 

As discussed above, attempting to design al- 
lowances to provide equal living standards re- 
quires that the allowance per family member 
must decline for successive family members to 
reflect economies of scale in family living. In addi- 
tion, the age of family members should be taken 
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TABLE C-4. Estimated Net Cost * and Coverage of 
Commission Program and Two Variants, 1971 



Cost and coverage 




Limited to 


Reduced bene- 


rnmmi ccinn 


seven 


fits for eighth 




plan 


members 


and succeed- 








ing members 


Net cost (billions). 


$5.9 


$5.2 


$5.5 


Number of house- 




holds (millions). 


10.5 


10.3 


10.4 



" Net added cost to all levels of government. 



into account and allowances should be adjusted 
to reflect differences in the cost of living in dif- 
ferent areas of the country. Making these latter 
features operational, however, would be very 
difficult. While it is clear that there are economies 
of scale in family living, the means of quanti- 
fying them are not nearly so obvious. Economies 
of scale are specific to particular consumption 
patterns, and consumption patterns vary with 
income, family size, and age composition. Age 
and sex adjustments in equivalent incomes are 
very difficult to quantify. 

An additional problem is that we do not now 
have the necessary data to adjust accurately for 
specific geographic differences in the cost of 
living. The Department of Labor recently com- 
pleted extensive budget studies for comparable 
standards of living in urban areas. Using their 
lowest standard of living as a basis, we find that 
of the ten highest cost living areas, three are in 
the West, four in the North Central region, two 
in the Northeast, and one in the Southeast. 1 Avail- 
able data indicate that simple and clear-cut 
regional patterns in living costs do not exist. 

Aside from difficulties of developing adequate 
data sources for accurate measures of regional 
living cost differences, it is not clear that such 
variations are desirable. Factors that partially 
account for gross variations in living costs are 
regional differences in levels of living standards 
and income. This program is designed partially 
to reduce the extreme differences in these patterns 



1 U.S. Department of Labor, Bureau of Labor Statistics, 
Bulletin No. 1570-5, Three Standards of Living for an 
Urban Family of Four, Spring 1967. 
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across the Country. Regional variations in pay- 
ments would retard the economic integration of 
the Nation that might be induced by the recom- 
mended program. 

Reduction for Other Income 

Decisions regarding the appropriate level of 
the reduction rate of benefits for other income 
(the "tax rate") basically represent compromises 
between two opposing forces. Increasing the rate 
reduces the direct cost of the program and the 
number of beneficiaries. It reduces the net al- 
lowance received at all levels of other income and 
it reduces the level of income at which supple- 
mentation ceases. However, increasing the rate 
also increases the possibility that some people 
may be discouraged from working and either 
work less or withdraw from the labor force en- 
tirely. This, in turn, increases the indirect cost of 
the program. Little is known of the incentive 
effects of various rates, but the bulk of professional 
opinion holds that rates in excess of 50 percent 
could cause significant labor force withdrawal. 
Lower rates significantly increase costs by raising 
the level up to which earnings may be sup- 
plemented and, therefore, the number of 
beneficiaries. 

Definition of Income 

Since the purpose of the program is to supple- 
ment the income of the "poor," the definition of 
income used should be comprehensive. If spe- 
cial exclusions and exemptions are allowed the 
program could pay net benefits to quite affluent 
persons. 

Gross Income 

The most comprehensive economic definition of 
a household's income is its consumption plus its 
change in net worth. This would include all forms 
of money income, income-in-kind, and accrued 
capital gains. This definition would require an 
unreasonable amount of sophisticated bookkeep- 
ing on the part of the poor. It would also be very 
costly to administer. The definition of income 



recommended by the Commission is more com- 
prehensive than the definition used for income 
taxation, but less comprehensive than the ideal 
definition. Specifically, we would include money 
receipts from work, ownership and transfers, 
wages and salaries, rents, interest, dividends, 
proprietorship returns, nonmeans-tested public 
transfers (i.e., OASDHI, Veterans Compensa- 
tion, Workmen's Compensation, employee pen- 
sions, Unemployment Insurance benefits), and 
private transfers through gifts and bequests in 
excess of $100. It also should include an imputed 
value of income from nonincome-producing 
assets other than personal effects and furnishings. 
Since the poor as a group do not have significant 
amounts of assets other than homes and their per- 
sonal belongings, this feature is designed to 
achieve two objectives: to avoid making pay- 
ments to those with large amounts of assets not 
producing current income, and to provide for 
horizontal equity between homeowners and 
renters. The amount of imputed income is to be 
calculated as 10 percent of the value of net assets. 
Forms of income-in-kind and accrued capital 
gains are excluded. 

Net Income 

Gross income as outlined above does not 
recognize the expenses of earning income. Not 
subtracting these expenses from gross income im- 
plies an effective marginal tax rate on the earnings 
of some households which may be higher than the 
nominal rate associated with the program. The 
ideal way of recognizing work expenses is to allow 
households to itemize them as deductions. This 
is costly in terms of administration and neces- 
sarily involves subjective evaluations of claims. 
It is not done under the income tax. Alternatively, 
a flat sum or percentage of earned income could 
be exempted from the definition of income. That 
approach, in effect, provides preferential treat- 
ment for earned income rather than recognizing 
actual work expenses. And it adds a great deal to 
program costs. 

In view of these difficulties the Commission 
recommends the inclusion of all income from 



Appendix C — Design of an Income Supplement 



152 



sources other than entrepreneurship without sub- 
traction of work expenses in the income subject to 
the 50 percent reduction rate. Self-employment 
income is included net of ordinary business 
expenses. 

Relationship of Wealth to the Income Base 

It can be argued that, in addition to the house- 
hold's income, its stock of capital or some fraction 
of that stock should be included in "income" 
subject to the offset tax. The argument for in- 
cluding at least some fraction of wealth is that 
the household should be forced to liquidate at 
least part of its wealth in order to be eligible for 
an income supplement. This approach has been 
standard under Public Assistance programs, in 
which typically all assets, sometimes including 
owner-occupied houses above a minimal value, 
must be disposed of to establish eligibility. The 
result is that applicants must become complete 
paupers before they can receive aid. 

Income from wealth — either actual income or 
imputed income as discussed earlier — should be 
taken account of in denning income. But there 
are two basic arguments against the inclusion of 
the gross value of income-producing assets in 
income. First, current income comprehensively 
denned is the appropriate measure of economic 
well-being. Second, the inclusion of wealth would 
involve high administrative costs, while the actual 
effect of making this inclusion would be negligible. 
In practical terms the exclusion is insignificant; 
few assets other than homes are owned by the 
poor. 

Vehicles for Differentiation 

There are several means of differentiating 
among various groups in the population : varying 
tax rates for demographic groups or income 
sources; varying guarantee levels for different 
groups; or excluding some forms of income from 
consideration. The Commission has allowed no 
variations in its program in any of the basic 
parameters for different groups. 



As an example, one could propose a high tax 
rate for the aged along with a guarantee level 
higher than for the nonaged. This would dis- 
courage the aged from working. While many of 
the aged do not work, increasingly the aged can 
work and want to work. We see no reason to 
penalize that effort. Nor do we find a good reason 
for providing a higher guarantee for an aged 
poor person than for a nonaged poor person. 

As an example of differentiation in income 
definition, "unearned" income — public transfers 
under social insurance, rent, dividends, private 
pensions — could be taxed at 100 percent on the 
grounds that this treatment would reduce pro- 
gram costs and not discourage work. But in fact, 
these sources of income generally are viewed as 
deferred compensation. They are a form of earn- 
ings. To tax them at a 100 percent rate would 
have the undesirable effect of discouraging sav- 
ings, and the future development of social insur- 
ance and private pensions for lower-income 
workers. 

The Commission proposal is universal in cov- 
erage and does not make distinctions between 
population groups. When allowance is made for 
family size in determining income need, the 
relevant criterion for making supplementary pay- 
ments is that of income need and not demo- 
graphic factors. 

Integration with the Positive Income Tax 

Integration with the Federal income tax is an 
issue if the family's breakeven level of income 
is greater than the family's exemptions and de- 
ductions defined by the Internal Revenue Code. 
This is potentially true for all family sizes under 
the recommended program. 

There are basically three ways in which to in- 
tegrate the two systems. The first way is to have 
individuals and families continue to pay the posi- 
tive tax at their present rates; in effect netting 
their supplement against their Federal tax lia- 
bility. The advantage of this approach is that 
there is a smooth transition in terms of disposable 
income between taxpayer and tax recipient. 



Appendix C— Design of an Income Supplement 



153 



There are two disadvantages. The major disad- 
vantage is that the marginal tax rate increases 
from 50 percent to 65 percent over the range of 
income where the individual both pays the 15 
percent positive tax and receives a supplement. 
For a 4-person family, positive income tax would 
be paid on income over $3,000 at a 15 percent 
rate, and benefits would be reduced at a 50 per- 
cent rate on income up to $4,800. A second dis- 
advantage is that logically it does not seem ap- 
propriate for income supplement recipients to 
pay Federal income taxes if their incomes are 
below levels that the Government deems in need 
of supplementation. 

A second approach is to have individuals pay 
no Federal income tax as long as their net allow- 
ance is positive, after which they would pay the 
Federal tax at their present rates. The only pos- 
sible advantage to this approach is its simplicity. 
The major disadvantage is that it creates a notch, 
with confiscatory marginal tax rates occurring at 
the breakeven level of income. Consider a family 
of four with an income of $4,800. At $4,800, 
their net allowance is zero and total income is 
$4,800. If the family earns another dollar of in- 
come, it is subject to the Federal income tax. 
A family of four has exemptions and deductions 
of $3,000, giving it a taxable income of $1,801. 
This results in a Federal tax liability of $260, 
leaving the family with a disposable income of 
$4,541. Thus, the additional dollar of income 
costs the family $260. 

A third approach is to forgive part of positive 
tax payments for some part of the income range 
above the level of exemptions and deductions to 
keep the effective marginal tax rate to a maxi- 
mum of 50 percent. This is achieved by allowing 
families either to pay ordinary Federal income 
tax, or to accept a net allowance based on re- 
ceiving a gross allowance and paying an "offset 
tax" of 50 percent on their other income — in- 
cluding income beyond the nominal breakeven 
level. It is assumed that they will choose which- 
ever gives them the largest disposable income. 
Program costs are somewhat higher, since some 
families, in effect, pay reduced Federal income 



tax. 2 The Commission has adopted the third 
alternative in developing its program, and tax 
losses are reflected in cost estimates. 

Administration of the Program 

Decisions regarding the administration of a 
program can have almost as great an effect on the 
final outcome of a program as decisions regard- 
ing the basic design and, like the design decisions, 
should be made to reflect social, policy objectives. 
The Commission has several suggestions as to 
how the program should be administered. 
Whether or not these suggestions can be imple- 
mented depends on their operational feasibility. 
Ultimately, these are decisions which the admin- 
istrators must make. 

Coverage and Filing Units 

There are three issues of concern: general 
eligibility, the definition of the filing unit, and the 
definition of an adult. 

The first and third are relatively straightfor- 
ward. Assuming an income deficit, the eligible 
population includes resident aliens, legally in- 
competent persons under wardship arrangements, 
and all U.S. citizens except for civilians living 
abroad, institutional inmates, and members of the 
Armed Forces. The definition of an adult is any 
person over 18 or any married couple, irrespective 
of their ages. Whether or not the individual 
actually receives the higher allowance depends 
on how many other adults are in the filing unit. 

The appropriate definition of the filing unit is 
considerably more difficult. The ideal unit is 
clear. Individuals living as a family unit should 
file together. Individuals who are legally and 
financially separate from a family unit should file 
separately. The objective is to provide equitably 
for families who are separated in fact without 
providing encouragement for intact families to 
split or pretend to split. The following rules would 

2 For a detailed explanation of this plan see James Tobin, 
Joseph A. Pcchman and Peter Mieszkowski, "Is a Nega- 
tive Income Tax Practical?", Yale Law Journal, Nov. 
1967, p. 14. 
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accomplish that objective. Married couples and 
dependents related by blood or marriage and liv- 
ing together must file a joint application, pooling 
all of their income. In addition, individuals who 
do not live with the family but who receive at 
least 50 percent of their support from the family 
must file with the family unit. 

Filing and Payment 

The Commission suggests that payments be 
made on a monthly basis and that income be 
reported on a quarterly basis. Payments can be 
based on the income reported for the preceding 
four quarters. That is, the accounting period for 
income determination is a full year. 

Having the net allowance based on a four- 
quarter moving sum of income means that im- 
mediate income needs are covered only for those 
with chronic low incomes. For those with sharp 
income declines, payments are received with lags. 
This accounting period would focus benefits on 
the long-term unemployed, unemployables, those 
who chronically work at low-level wages, or who 
work at medium-level wages but with regular 
periods of unemployment, and so forth. It does 
not fill immediately the income needs for indi- 
viduals facing sudden losses in income. As a 
result the individual has the greatest incentive to 
find additional work in the first, few quarters 
following a drop in income. Conversely, it dis- 
courages individuals from voluntarily not work- 
ing for short periods of time. 

An alternative to this accounting period is to 
require a declaration of projected income for 
some period ahead. Such procedures raise serious 
enforcement problems. Recoupment of overpay- 
ments becomes important. The four-quarter 
moving sum feature requires no recoupment fea- 
ture, since payments always are made on the 
basis of past income. Thus, when income rises 
due to finding employment, the recipient will con- 



tinue to receive some benefits under this program 
based on past income inadequacy, with benefits 
tapering off as earnings enter their current aver- 
age income. This provides even greater short- 
term work incentives to individuals because the 
50 percent tax rate does not become effective im- 
mediately upon entering employment. 

An accounting period based on current esti- 
mated income maximizes the responsiveness of 
payments to current needs at the cost of greater 
administrative difficulty and recoupment prob- 
lems. Accounting periods are possible which 
shorten time lags between income changes and 
changes in payments. The Commission has recom- 
mended a period based on past income to avoid 
problems of recoupment. Adjustment of the ac- 
counting period can be made in the future to 
shorten time lags between a drop in income and 
the onset of payments. In the early stages of im- 
plementation it is most important, however, to 
avoid overpayment problems. As experience de- 
velops, accounting periods that minimize lags 
can be developed. 

Audit Standards 

At the initial filing and any time subsequently, 
income supplement recipients could be required 
to support the information reported on their re- 
turns. Sampling procedures should be used to 
maintain credibility of enforcement. The Com- 
mission suggests that auditing be done by the 
Internal Revenue Service. 

Applicant Assistance 

The Commission has proposed a system of 
Neighborhood Service Centers. In these centers, 
there could be personnel from the administering 
agency to assist people in filing their returns. 
Other persons providing services also could help 
income supplement recipients with their returns. 
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